




FOREIGN E5^CHANGB AND 
FOREJGN BILLS IN THJgG^Y 
AND IN PRACTICE 



, . LcyiDOft uom %abeei 'j * 

? * . \ •sJt'osfEDraon * w 

A Prutictl oni»t8 Mat it it, v))ere it ii, aii( the 
oiwaBoiu condDcted m it , • 

'watithoriraceLthe history and devefopment o&he Money Mar^ 


^ ^es a lut^cLaccount of tti 
optoilonv nuch matters iu 
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HI orlglM^dovelopffleQt of the many forms^f credit insirume^ 
^nd their spnq^functioit are clearly explained, and the varidns 
* functions and sorvifts of nxmey are fully deaj^th in their practical, 
theoretical and historiod aspects. ^ 

ni demy Svo, cloth gllL 170 pp. 7 b. ed. net. 

^ 

BMTB^S’ CREDITS, and ail that appertains to them 
w urtheir Praotioa^ Legal and EverydaylAspects 

author discusses tiie many and troublesome qnrations that 
frequently arise In conne^on with those pucrllng documents known 
as '* Bankefl^^Credits," and deals concisely andiphnply with the 

f tractlcal slde^ the question. The various forms of banken’ credit 
D existence are carefully explained, and cases thal^ve come before 
the law Courts irom time to time consiaerod. 

, ^Jll^emy 8vo, cloth (dlt. lOs. dlf. net. • 

• EASTEEH EXCHASOE, CTOREKCY AHD EfliIsCB 

« ^ Thied EwnoH 

Thb Btan ikrd work *n the Eastern and Silver exchanges. The 
n^HliBHSuotatlons and the monetary systems oL India, 

#una, uong'Kong, Japan, the Btraite Settlements, Java, Blam^A 
all the countries of thtt Far East are lucidly explained. The great 
silver question Is also fully discussed, and the basis and method of 
• quoting revealed. 

In demy 8vo, «oth, 376 pp., with 2 coloured and 0 black-aad-whito 
fullsp-vge piatoe.\16s. net. 

A PKDI& OF FOKEIO; EXCHANOE * 

This book presenil the^ments of Foreign Exchange In an InstnicUve 
a^ IntMMtlng manner, and furnishes an ideal introduction % a more 
extended study of this iupdHant branch of finance.' 

In crown 8vo, cloth, 108 pp. Ss. 6d. net. 
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pR’RFAri? TO WFTH BTlTTTON 


Jn smding the fifth edition'of this boolifa word or 
two of eiplanifljoa “is nece^ary.* The, previous editions 
found their way into tte Ifen^ M a jnurflber of fcreigrf 
govemh||nts, bankers, ^d.n<e{chants, and the ai^tl^ has 
td thaA many correspondt!ijts«ip fer-ofi lands for theii* 
appreciative Jpyiers concerning hfe treatment of th^ubjecU 
•foreign exchange. His method of e^^lajjtipg tH^re-tirar* 
exchanges has apparent^r'^mmended itself to.bankas 
’ ann^V^dpts* who have been Jble ta grasp more easily the 
theory and peactice of &(Jhange as sfcown by nonnal 
exchange movements than th^y would ^ave done had* 
calculations beeif given iif the abnormal ^chang&e tha^' 
have ruled during^he past year of so. «[fi the circumstances, 
the author has been constrained to retain the pages dealing* 
'.Hth pre-war rates. •Considerable* material, ^oweWw, has 
been added Jbnceming the post-war exchangftk, derations 
in the method of quoting exchanges have been explained; 
the new exchanges that have arisen in‘consequence of 
alterations in^he map of Europe are given, and other 


davelopments of •importance receive attention. 

W. F. SPALDIife 

January, 1923. 


PREFACE TO FOURTH EDITION 

Tm continued demand for thiTbpcik both here and in 
America has necessitated a furtl^lr edition. This gives 
the author an opportunity^to revise exchange rates, to add 
iresh material, and to bring the various chapters up to date. 
New chapters h%ve been ad^ed on the Scandinavuan 
and Cyprus ejchanges, and the|latest development the 
British Government’s Treasury Bill sales«is recorded. 


April, 1921., 


W. F. SPALDING. 



.•PREFACE'TQ THIJID'EDITION 

The tey mWhs that ha'^$ eia^sed since the Secondt^tion 
^sixth impression) of 'ihiejtxfck was published, ha^ seen 
fhany ali^ations in the foreign exchanges and «n the mon^ 
Inark^ts^of thetV.orl'd. Silver has become a power in the^ 
land; thd issu* bf paper cu^nly is everywjie|;p 
increase; bank deposits have reached record levelff md 
^all these and many other factors are influeqlThg the foreign 
exchanges. The opportunity Ijas been taken, therefore, 
•to brfi^ severat^l^pterl up to date, an^ to incorporate 
fresh lhaterial beann| on the present potion. 

The adverse dlfects upon the foreign exchanges Arising 
from file continuous expansion of the burrency of the world 
are moraAhan ever apparent at the present flme, and in 
view erf the importance of the subject, the author has 
included in the final chapter the gist of a Ifeading article 
he contributed to the International Bankii% Supplement 
of the Siaiisi onOctober, 1919. I^r permission fb 
reprdOuce this article and the tables, and the charf which 
accoHipany it, the aufijor is indebted to. Mr. A. M. Hay, 
Mapaging Diraftor of the Statist Company. 

The author also desires to acknowledge the courtesy ot 
Messrs. Page & GwTrfher, who have again furnished a new 
chart illustrating me co^se of n^oney and the discount 
rates in London durhie the year 1?18. 

V. F. SPALpiNG. 


November, 1919. 




PREFACE TP* SECOND EDTtION ‘ *'■' 

• * * * • * • * A * . 

In j)ublisjiing a second* edition t)f "Fordgn Exchange* 
and Fdlipign (ShouM.like to. thank thj jdany 

fnends ^d critics ^who hat-^ ascpr^sed satisfaction at 
the timelj^appfirance^f the bcfck. Various suggpstions 
have been made with a view to making,* the Vork *as 
■.Jiffful as possible to reld|tc, and where feasihJS These 
‘haviil'beeq adopted. Fresh material has been incorporated 
in several plac«5 ii! order t5 keep the chapters up to date. 

For the purposes of reference I l^ave al^ ac^ded at the end ' 
of ^he last chaptft' a table'showiag the many altei^ions^ 
in the rates at which the Govirnmeni s Treasury.Bills 
hoire been issued up to date. 


Jtdy, 1919.* 




PREFACE TO FIRST EDITION 

The object of tljis work is to present in a concise and 
simple {prm the theory and practice oN^:;'reign Exchange. 
At first sight some apology may appear to be due for ad&ing 
to the long list of books on monetary science^ but reference 
to •tbw table "of contents will show that special attention 
has been paid to that more practical part of the subject— 
foreign bills. The drawing and negt|J;iation of foreign 
bills are matters whiqj# concera” not only batikers, but 
aH commercial men, ai^d, bearing thi^in mind, an endeavour 
has bee%made throughout the took •to intersperse the 
practical with the theoretical points. 

To explain the working of foreign exchanges in a simple 
manner is not eaSy, and the ^quent dislocation of the 
principal exclfenges during the war has not conduced to 
tl^simplicity of t^e task. The erratic movements in 
rates have, how«v|r, furnished abundant material from 
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which to draw the neces|ary^us{iatioiB in Support qf ^ 

’ theories I ^ve^ried to make plaii. 

Exchai^ with the^ver-u^n§ coulitfi^ of the East 
seen^ to be a •general eopree of troutjjle t& pei^le dealing 
fwith ^hoSe ceBtres/and in Sefe^ence to many request, I 
have takgn the op^wrtipitjr to in!Ad8 one or twyhaifters 
,on tfe’Eastern exchai^, whicn I hope will#erve*to 
^remove the difficulties*•which appeal to surroifnd this 
part o1 tile subject 

, Mf thanks'^e due to thp managers and ^ents of the 
various forei^ and colonial *banks in Londoif for^Sffcn* 
valuable advice and assistanqe.'ihore pajtic^jlarl/, perhaps, 
to Mr. R. W. Jeims, of the Bank of Austftdasia, Sir, E. J. 
•Osbo/oe, of thfe Natioi^l'Banfe of Austaalia, Mr. F. S. C. 
'^on^, of tUfc^t^darC Bank of Soqfh Africa, and to 
my fnend, Mr. K C. Sonne, of Denmark. , 

^ Goyfrnment Departments have, ^s usual, been ready 
to help ^hef^er possible by facilitating refeifmce to trade 
statistics, smd in this respect I am specially indebted to 
the iGght Hon. Sir George H. Reid, P.C., j^.C., G.C.M.G., 
and Mr. G. H. Knibbs, of Australia, and to His Excellency 
Don Vicente J. Dominguez, of the Argantine Republic,, 

Throughout Unhook free use, where necess|ry, has 
been made of the det^s contained in the various articles 
andteviews I^have ciffitiibuted from time to time to the 
Jtnurnal of the'IttslUute of Bankers, the Banktrs' Maga$'.ne 
and the Economic Jourhal, and acknowledgment is hereby 
made of the cou^y of the respective editors for the 
consent to'utilize such material. 


william F. SPALDING. 
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BOOK-KEEPING AND ACCOUNTS 

ABTANCEO ACCOUNTS A Manual (A Advanced Book-keeping aSl 
Accountancy tor Accountants, Book-keep«s, and Business Men.* Edited 
by Roosa N. Carter, M.Com., F.C.A., Lecturer on Aecountiru at the 
Vnwersieji oj Manchester. In demy 8vo, cloth gilt, 986 pp,, 7iAl. ns^. 

ADDITINQ, ACCOUiA'INO, AND BANKING. By Frank Dowlsr, A.C.A,; 
and E. MARCiNOik Harris, Associateuof Ike Institute oj Suuhert. la 
demy 8vo, cloth ^t, 328 pp. 7l. U. net • 

THE PBINCIPLES OF ADBITING. A Practical Manual Adwaced 
Students and Practitioneis. By F. R.-M, ns Paula {of the firm at De 
Pasda, Turner, Lake & Co.), F.C.A. In demy Svo, cloth gilt 324 pp. 
7l. U. net. 

ACCODNTANCT. By F. W. Pixlky.’f.C./?., Barrister-al-Lam, Ex-PiysUstiii 
of the Institute of Chartered Accc^tants. Third Edition. In demy 
doth giU, 318 pp. iis. ddPnet. • 

ACDITOBS: THBIB DUTIES AND BESFONSBIUTIEB. By the synj 
Antto. Twelfth Edition. In demy Svo, cloth gilt 732 pp. Hi. neC 

COST ACCOnmNO; ITS HIGHER OBGANiZAnON AND CONTROL. 
By W. Ainsworth, A.C.I.S., A,C.W.A. In demy 8vo, cloth gilt, 103 pp. 

, is. net. , , 

COST ACCOUNTS in dPrindple and Practice. By A. Clifroro RfDOsvAV, 
F.C.A. In demy Svo, doth gil^ with 40 sptcially prepared Jonns, 
tl. net. e , e 

COST ACCOUNTS FOB THE METAL INUJSTBT. By H. E, PaRin, 
l(.Com., A.C.W.A. In demy Svo, jloth gut ISO ppi 10s. 64. net. 

IBEOBI AND PRACTICE V ffoi'HNOe By E, W, NiwiAs, A.C,A. 
In tAby Svo. doth gilt 203 pp> Si. (4. net 

COSING txb PBICE>fIXD[|^ Dy J. H. Scam Maxwell, B.Sc. In demy 
^.doOi gilt 223 pp. ^Tnet. t * 

COSrit OBGANlSAUbN FOB ENGINEHRB. By E. W. Workman, B.^. 
AJLA.A. In demy Svo. doth, 96 pp. ^ti. 04. net. , 

HANUAi OF COST ACCOUNTS. By Juuus Lunt, A.C.A. (Hons.), Secrfid 
Editta. In demy Svo, doth gilt, 204 p;^ 7I.M. net ’ 

liRUFACnnONO B^K-EE^INA and COIN'S, fiy Georoi JoRNtoM., 
FjaiH, In demy^, d^ gOt'lM pp. Ss. M. net • 
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rm BOjK.KK>EB;S TADI IteCUM. By S. HowWwiiAf, F.C.L 
A TOcket soaMmojx for tae booic-keeper. la crown ^vo. 
•150 pp. 8|. 6d net? ' r* ; 

ME AMOUNTA'DIT’S MWlONABI. Edited bji'F. W. Pixiv, F.CA. 
BamsItr-ttt-Law. ANisted by a^iout 30 speddiat oantributws. Tine 
impor^t work places at the disposal of the pmctitiotier a neat store 
01 information at all phases of accountancy, arranged -in the most 
^venient,*^ In two voU.. crown 4to, cloth gilt, about 1000 pp. 
£a 8ta net. ^ 

OP leOK.KEEPINO ASD ACCODBTANCy. By A. Nixoa, 

^«“y svo, doth ^it. 

330 pp. IfK id. net. * 

ra® AMO^S OP EXECCIOBS, aDUIMSTBATOBS, and tudsteEs. 

With- a Summary of the Law in sj far as it relates to Accounts. By 
‘ „ PHili-ira. A.C.A. (Hons. Inter, and Final), A.C.I.S. Fourth 

Editirt, Revised. In demy 8vo, doth gilt. 150 pp. 6l. net. 

^iroBflONHENT IN RELATION TO TRUST ACCOUNTS. By Aimii F. 
CHlOk. Incorporated Accountant, In demy 8vo, cloth, 160 pp. fig, net. 

PBAdflCAL BOGE-E£eI*ING. By Gao. Johmsom, F.C.I.S. In crown 8vo 
cMth, 420 pp. Cs. net. 

BAllWAY ACCOUNTS AND FINANCE. Railway Companies (Accounts and 
Returns) Act. 1911. By A 1 . 1 .EK E. NawHoba, A.K.C. la demy 8vo. 
ttoUl ^t, 148 pp. as. net. t 

DirB^ATION AND WASTING ASSETS, alid their treatment in com¬ 
puting annual proBt and loss. By 1*. U. Lkake. F.C.A. Fourth Edition 
(m demy 8vo, doth gilt, 257 pp. lis. net. 

OOHJIEBCIAL goodwill. Its History, Value, and Treatment in Accounts. 
By the same Author. Ir demy 8vo. cloth gilt, 280 pp. 21i. net. 

Inma funds, BESEBPE funds, and depreciation. By J. H. 

bvttxpn, A.!,.A.A. In demy 8vo, doth, 99 pp. tl. M. net • 

AOCO'UNl'lNG. By S. y. Dawson, F.CA.; and R. C. Da Zoucaa. F C.A. 
la demy 8vo, doth gilt, 290 pp. lOl. 64. net. ^ 

EEANGII accounts. By P, Tagoart, A.S.A.A. In demy 8vo, 87 pp. 
H. net . rr- 

iNiFnAL. ACCOUNTS AND FINANCIAL CCNTBOL. By J. E. Swim 
A.S.A.A. In crown 4to, doth gilt, IgO pp. 21s, net t ' 
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IMTUBES ON DBinSH COmiEBCE, induding F^ttusce, Injttrsnre^ BwH* 
And Industry. VTith • I^ftce by the Hok. W. rnonui 
^ RsJifVn. b demy ivo, doth gilt, 295 pp. 7i. M. net 
nSimEOEI AND PEACnCE OF COMUEBCE. Being a Cmnplete Gnide 
to Methods ead of Buriniesa. Edited byr. Htstis, F.C.I,Sa« 

■Misted by Spedrlist Cootributort.' In demy 8vo, doth gilt 829 
i wHh numy iicsimilW foniu. Tin 94. net 
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GOBRENT SOCIAL Asb INDUSTBIRL FORCES. Edited by ^oxA. O. 
Entx. In demy Svo, cloth gilt, 193 pp. Iti. 6d. net. 
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OCEAN SHIPPING. By £. W..ZiiiUXRaANN. Sinf5iin. by 8ia., cloth, 
091 pp. ISi. net. I 

waom CREDITS AND COUECnONS By G. C. Foots. Siaa Oin. 
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THE FUNCTIONS OF MONET. By the same Author. With a Forevtoid 
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pp. hi oet. * • ' 
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FQKErON;- EXCHANGE 
AND FOREIGN BILLS 

chApjer I 

INTRODUCTORY AIJD EXPLANATORY 

• 

The patnway of International exchange js aljrays a thorny 
one^and in the jfest writeft have been apt to exgbund 
theories on the subject too abstruse to be intelligible to 
that iUrujjye friend of the politicians—the man in th^ 
stAet. Tech^cal disaertafions on the excl^nges*1nay, 
and possibly oo, interest bankers, money brokers and the 
like, but the general student who has to commence the 
subject from itF»very alphabet, so to speak, sometimes 
finds himself nnjble to grasp the intricacies of the problem 
set .before him. Ihdeed, the method^of controlling the 
foreign eujhanges has been so little understood in these 
Islands, that when we see a person^aetting out to tacjfle' 
the subject, it is difficult to know whether,4o pity or to 
en^^ Win. 

He is understood to be about to dabble in a branch of 
economics, the principles ^of which are interesting only to 
painstaking foreigners aF much-abused university pro¬ 
fessors, the sort of thing, in fact, ijynortalized by George 
Eliot in-her inimitable description of the Reverend 
Casaubon’s heroic. dry-as-(fust researches. 

It need hardly hg said that the dust surrounding tfte 
subject is mor^apparent than reil, and if the reader viU 
boldly cast aside this h 3 T)othetical covering, he will find 
the stpdy of exchange in relation to monetary affairs to 
be both interesting*a^d fascinating.' 
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FOmGN EXCHANOE AND FORSteN BaLS 


.Why the eH^^atioo anthodtiee have' hitherto ftfsaip 
from this bj^ch of sciehce in their cuniculum 

it is hard to say: possibly it is due' to that'insular prejudige 
whiih regards’ aE3'Jhin^ off, the beaten frack aSs unworthy 
of attention, W ^he fabt,reinaii^jthat while we have Seen 
conknf'to relegate the study to the chosen few whose 
business it is to direct t the' banking operations of the 
counfc7, large numbers Of Continental studgntS have been 
industriously i(Cquiring a thorough theoretical knowledge 
'of Ihk foreign'exchanges, yith the not unnatural result 
that when practical problems in connexion with inter® 
national finance, come to be solved, the Biftish bank clerk 
often finds hipself ousted by the foreigner. 

Wjth the object of removing this reproach, the writer 
was cequested by ttie Educational Adv-ser to the City of 
^London College to deliver a series of lectures on-the sub¬ 
ject,' and e^rly in the course it became necessary to explain 
to university students the importance of thfe exchanges to 
those who contemplated the adoption of a commercial career. 

“ Why,” it was asked, “ is it necessary to acquire a 
knowledge of the principles underlying foreign exchange ? ” 
Briefly stated, the reply was, that the trend of recent 
events amply demonstrated the necessity for,something 
more than a passing! acquaintance with the subject. 

A person who has attained a reasonable degree of pro¬ 
ficiency in the study,of the foreign exchafiges is'abfe to 
understand clearly why a heavy Continental demand for 
gold adversely affects the price of money on the London 
market: he is in a position to comprehend why the 
breaking off of diplopiatic relations between two nations 
causes wholesale dislocation on the stock markets of other 
distant countries: without soaring to prophetic heights 
he will be able to forecast the effect of a fall in the price 
of silver in London on the operations of those whose trade 
is with the Far East, and, in addition to grasping the 


significance of these panoramic changes, he will appreciate 
the real methods of Kquidatipg inteif,»ational indebtedness. 



INTRODUCTORY AND* BXM^KATORV 8 

• Jhe reader must not concraae irom tnu loregoing mat 
it is as &sy maytr to master the intricacies of tjfe subject, 
hut if; is desirable t j adif that the seemiijg difficulty of 
uni^tan(Sng the tbchnicalitJes b/ foreign eKchange, and' 
likjwisej foreign bill*, ^s'largSy the result of a n^ect 
to stud 5 » the business ift a workmanlike and sysfraatic 
manner,? Emphasis.is laid on thiS jtoint, because it has 
come to be ceSsidered* in some circlej that a thorough 
•iheoretical and practical ^knowledge of tl!e»exchaijgis i% 
obtainable^ from a passing at^aintance with coiflmerce, 
foupled with a cursory peoisal of a feV haphazard articles 
on this bjanch^f,nfonetary science: widespread confusion 
is the result. 

Wlpst persons with commercial* training are perfectly 
entitled to form 9nd maintain o^inioTis concerning bheii 
own trad% and the monetary operations cJnnected there-* 
witli, but in default bf continuous study, o* of s^ial 
experience, no man is competent to discourse* upon the 
theory and practice of foreign exchange. * 

Throughout tljis book, then, the author imagines him¬ 
self in the positkm of the person with no previous know¬ 
ledge of the subject; and while every endeavour is made 
to demoifetrate the various divisions step by step iS a^ 
manner capable of being understoodsby the veriest tyflj, 
it is hoped that the arrangement of the wsrk will meet 
the*nee^ of the more mature students. 

It is the practice of many economic waters to commence 
their treatises with a deWtion of the particula* part of 
the^science with which tl?ey propose deal, and in defer¬ 
ence to that useful cusfom, we may conclude this intro¬ 
ductory chjpter with an exgjanation of the term " foreign 
exchanges." 

Meaning of |'oreign Exchaiiges. 

As a mode of expression the words" forei|n exc.—„„ 
form>Jne of those meaningless phrases which have filtered' 
down to us thfougfi the dust of anfiquity* To the lay 
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mind the worife conve;^ nothing, and unless you arg « 
diligent r^der of theunoney article, or'^ve codnections 
witlj the banking world, foreign excljange might ve^r well 
mean thp excha&gs of h Lpndon pfg ior a fchinanjan’s 
opiijfti bowl. It is all very w^M^o, say: “ Oh 1^ for^ 
exch^ge is merely th"^ ihechaniSm by twhich the money, 
of one country is sold' ih another,”'avhen Tom,, Dick'or 
Hpry i^but dimly aware of the fact thatfnioney, as such, 
.is efiei bought'and sold. . 

We may get' to the root bf the matter if we go back to 
the old system of barteronly,,in this case we barter? not 
goods, but the value of goods, expressed ift mosf cases by 
credit instruments —money substitutes. Consequently, the 
temfe signifies the practjce prevailing among merchants in 
diffefent centres of couhtries of regulating their mutual 
indebtedness vlithout the transfer of metallic nveney from 
one country or the other. Tire trcftible, ris)',, and expense 
of sending actual gold or silver from place to place are 
avoided as far as possible, by making use of a piece of 
paper, which may be in the form of a telegraphic order, or 
a bill of exchange. 

The final operations are carried out by bankers and Aeir 
foitjign agents, but special note should be takea 4f the fact 
that it is the transiirtions of merchants upon which the 
rfheels of int|rnational finance principally depend for their 
motive power. 

In its simplest ,form, foreign exchange embraces all the 
hundredcand one operations connected with the buying 
and selling of the> substitutes fof metallic money, aiu^ we 
shall arrive at a.better understanding of the subject if we 
treat this money from the optset as a comnJbdity, con¬ 
trolled by the same great laws of supply and demand 
which govern any othef commodity. i 
"■'Tfie reader is advised to dismiss from Ifis mind for the 
moment the fdtt that he is dealing in the monies of foreign 

c 

^ The subject of baiter is dedt with iilly in the author’s work 
on The Functions o* Money. (S& Isaac I^tman & Sons, Ltd.) 
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countrii^ ajlli'inttead; to jegaiji bills of •exchange as 
re^esei^ing a xlffinita commodity—a debt, tin a word, 
it is dfebts which are bought and sAd in foreign-exchange, 
ind the price of th^e follows ^ctly the same laws as 
antP other article *of comhgeree, 
ifacI*oB, in his oj Baifking, cdmpares then^with 
com, aiyi although he was.not^ gropoun^ng the*theory 
of the fSreign exchahges, yet fds ^aiogy is so remajkably 
applicable to flie case we have before ns, that nd apology 
Is needed for quoting his wordf— 

> “ If tnofiey is scarce,” hfe says, " and wheat very 

abundaftt, the price of wheat must fall: if money is 
very abundant the price of wheat wjU rise. The price 
of debts obe 5 's the same rtiles.* ,If money becomeirvery* 
scarce, the pric* of debts mJfet fall. . . If ^cie 
become abundant, the price of debts will rise. . . The 
Price of debts, then*must foUow’the same ^eat kws of 
nature that'the price of wheat does.”^ 

That, in a nutshell, is the basis of the business of foreign 
:xchange, which! as we shall see, principally consists in 
;he purchase and sfle of foreign debts in the guise of bills 
)f ftxchange. 

• Theory \nd Practice of Banking, Boo]^ II, page 278. 



CHAPTEp il 

THfe BASIS Or SOREIGN iKCHANGE? 

When a^^banker discount^ a bill •!« a jclient he bu5rs what 
is, in effect, a debt owing, or to bKoipie due, to that client :• 
the operation may dbrreptlf be described as a, transfer of 
inflebtedoess, but ^^t should be bdhie in nfind that there 
js no* ground dot the popular statement that the act of the’ 
banker'is to lend money to Ihs customer. 

Buying and Selling of Debts. , 

, Frcjm our standpoint the banker redly ouys a aennite, 
marketable commodity, and if the reader has litejially 
inteilpreted the simple definition of iffonetary exchange 
adduced in the’'preceding chapter, he will realm that ^he 
commoditiac bought and solA in'"foreign ^exchange are 
nothing more nor less than international debts. Much 
confhsion has been engendered by regarding these debts 
as being transferred from one to the otllfcr, not sold, and 
in the process people quite lose sight of the fact that each 
transfer or exchange is in itself an actual sale of a tangible 
article of commerce. It will tend to simplicity? therefore, 
if we regard foreign Vcchange as the buying and selling of 
debts betweeV countries. 

In Its most elementary form tlus buying and selling of 
foreign indebtedcess is usually represented as being 
carried wit by one piece of papw transferred between four 
principals, thus: 'A and B are two persons residing in ,one 
locality different from the domiAle of C and D; A in 
London, we will say, sells goo(is to C in Antwdlfp, while D 
ii^ Antwerp sells produce to B in London. To satisfy the 
four dealers engaged in, these two transactions, obviously 
tfierf must be a sale and purchase of two iebts, or, to put 
it in another wdy, one payment in Antwerp will be exchanged 
for one payment in London, and the manner in whieh the 
h 



THE BASIS OF FOKEION EXCHANGE . 


indebtKjifess ss’csuicelled^is |Jmost ri'diculoue in its sim- 
pliflty. ^London CTeditpr A has a claim for Be^an frarits 
and cehts on C,«while D hjis a simitar claim on£ for the 
sterling equivalent. If it is assume^ that each transaction 
is e^al in Value,'then A jviH^i^’s deist to him to B: 
B.dsein^ufider the npeessity of r^mi^tingfunds to Antwerp, 
buys this claim oft i, in order to send it to D, wRo will, 
finally chtim the cash from C. 'Ii^tliis'manner four p^ies 
are satisfied, aSi^, to sfhte the case still iqore explicit])', 
"Antwerp’s claim on London and Lond^r#s claiefton, 
Antwerp ate both settled thfough the instrutnentality of 
a bill of exchange, which A i^assume'd to have drawn on 
C; and the trouble, risk and expense of sending actual 
coin or bullion fronj place tojslac* are avoidW. 

INhe exchange could thus be satisfactorily disposed of, 
there would be little difficulty* in comprehending* the 
operation^which take plage; bub, unfortunately,^Jheref 
are other poiiSts to consider. In our exampife we have 
assumed that A drew a bill on.C, and that aftei* travelling 
round its allotted sphere this piece of paper found a resting 
place in D’s porffolio until the date of payment. Then 
»again, we have fallen it for granted that the two debts 
were of equal value. In actual practice, however, such 
conditions •rarely prevail. What really happens is, tfiat, 
A will draw a bill on C, D will also dftw on B^ and as eath 
par^ will require to be paid for his produce^n the mon^ 
of his own country, the exchange i# effected through the 
medium of a banker. Finally, it is the banker who wnll 
adjust any balance whichgnay arife owing to the*different 
and varying proportion of the value of the currency of 
one country in the other. 

If, then, as in this hypothetical case of two debts arising 
from the transactions between ^our traders, the total 
claims of any two (ountries areaieither in a state of 
equality nor fal due for payment at the same time,<it is 
apparent that this is ^le point at which the real exchange 
probllffi arises, sinr^^wing to the 1^ of coincidence in* 
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the total debts of'the two natiens theib (will°{;emain a 
balance to^be Siquidatei 

Basis of International Indebtedness. 

* * * ^ r 

The basis' of ^tns iptk[fa>tio^ indebtedness is foreign 
trade, ^d although the'question naturally resolyes itself 
into a'consideration of the amount qf exports and impqrts, 
it is not necessary in lips book to enter into an Extended 
discussien on intonational comilierce. 'ft will suffice if 
brief leferenee^fs made to the particular imports and export? 
whichTiave'a direct beariqgbn the subject undpr review. ^ 

The payments for imports and exports are undoubtedly 
among the most important with which itfie writer on ex¬ 
change has to dtSal in exanjining international indebted- 
ness^ but there are other items of national expenditure 
which have an intimate connection wth the exchanges, 
andj^pf these we shall .take dqe cognizance wh^i studying 
the exact ^loints at which they aff&t the iiarious rates. 

Each trading nation has ,at times remittances to receive 
or to make in respect of its entire balance, and the princi¬ 
ples involved in the discharge of this mdtual indebtedness 
in no way differ from those seen in thq sfttlement of debts ^ 
between two individuals. The operation is siidilar, 
wftether it be an isolated transaction between a London 
nterchant and one on«the other side of the world, or whether 
if. be the trai'fer of a huge sum exacted frpm a cqnqvjered 
foe as a war indemnity. In each case the ultimate settle¬ 
ment is made in the actual currency of the creditor country, 
but the rate at which the exchange is effected is governed 
by the relative sftit*- of indebtedness between the nations 
concerned at the time'the transfer is made. That exports 
pay for imports is undoubtedly true, and i! is equally 
certain that the excess^ of the one over the other alwayrs 
creates a claim which iqfluences the rate at which the final 
^ynnent is calculated; but, having got &us far, we are 
face to face mth the fact that th»e is no sure standard 
'by which we can determine on wjiich side the bSflance 
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betwefil anjr fwo>coiiBtrieslies, or, as Adan) Smith shows,) 
which of them export fo the greater valiie. 

If It were posable for country <o find out^)y how much 
its exports exceed^ its imports,^ it would be a compara- 
tifely easy matter* to shov^the jxact lum. the, importing 
eountiy tiwed on ^ance, and when the money ciine to 
lie senf out from qje Gentry aJ wliich the debits exceeded 
the a^jdits, the exchange ceu® be* calculated with some 
degree of actmracy, Since the course, of the exports ^andt 
imports between two countries is consideaed to ragidate 
the courie of exchange betWeep the two plaoes. However, 
this course of exports and imports* cannot be accurately 
gauged, Fof one thing, we cannot always set off goods 
against goods; jometimei imports <fr exports <jf coq- 
ntedities are paid for in kind ^’at other times they arei 
exchanged for services, or vice 'versa* Italy, for ejfample, 
ia exch*ige for the gold broi^htunto thSt country by the 
tourist may 4)6 said fo give him the opp)ortunity to*risk his 
life in climbing the Alps, or France may parmit him to 
view her invaluable art treasures at the Louvre in‘return 
for the cash h^has imported into Paris. There is a direct 
import and ex^jt in each case, but no trace of either will 
bJ found in the trade returns of the warious countries. 

Then,* again, in making remittances for shipiAents, 
merchants do not always send billseSn the creditor country, 
bpt n^e u^ of other forms of remittances,* For instance, 
they will pay a debt owing in FraJice by means of bills on 
Switzerland; or one due in Italy by a bill on Paris. All 
these operations tend tj obscure the real rate of indebted- 
less between the countries concerged* and serve to show 
that the foreign exchanges in praetice^o not always con¬ 
form to the principles wljich in theory they are expected 
to. Consequently, although the relative indebtedness, or 
balance of trade between two countries, does exercise a 
potent infludhce over the exchanges, it is entir^y fnis- 
lea^ng to consider ^the excess of export/ over imports, as 
shdWn in trade statistics, as the one and only factor to.be 
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taken into account. The components cwHidi c($^titute 
thecal bal|nce^are mucii more coipplex, and to these fre 
shall make further refertnce whei) examining the varidtions 
in thf exchanges. For the present wa must copcertf our¬ 
selves with the way‘in \Yhicjtt th^ money bf one country is 
Mchanged into that of ariother caunt|y for th^ purpose 
of seAUng this final balance. , ' • 

The liquidation of the' ipddbtedness arising from foreign 
tra^e is, ae far as merchants are cortcemed,''darned out by 
njeanj- pf billstofi exchange, and* in carrying through the 
operatiofis, each party avails ^jimself of the services of a, 
banker, who is the connecting Knk between tha various 
interests. The banker in fact may be regarded as the 
wholesale dealer, dirrying thq stock oj demand drafts, 
bills Md cable payment which form the intematiorfal 
currenby on the principal'financial centres of the world; 
axd, ignoring for the moment thp question of confpetitioe, 
supply and demand, etc., the prices ‘at which he buys or 
sells his wares in the sever^ currencies, are settled by 
certaih well-defined rules, which we are now in a position 
to investigate. 
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internXtionai Arkency, me op exchange 
AjjD the mint pae*05 eScchange, wrrfe * 

SPECIALVrEKRENCEI to AUSTRALIA * ^ 

* * p * * *• 

As we taye invested the baflker with the mantle of the 
# * # 
wholesale deafer, let u? examine the stsck of intamatiojial 

' currency he is supposed to,be carrying f^r^the bepajt o^ 
,those wisjiing to deal in foitigji exchange. • * 

the first essentid in any form of international currency 
is that itshalTba convertible into the money of the country 
to which we wish Jo send it^at the willbf tl»e holdet 
% 

Forms of Reibittance. 


iThe iffetrument above.all others encfowed with this 
quality is the bill of exchange, under which generic term 
are included demand drafts, cheques, and bills of exchange 
payable at so many days after sight or date. * 

Now consideiing that bills of exchange are of compara¬ 
tively modern Origin, it is surprising how few people know 
wflat a bill of exchange really is. lills of exchange, as 
we know*them to-day, appear first to have been us^ bjr 
the Florentines in the twelfth cenlury; they were also 
u^ by the Venetians in the thirteenth csalury, and frpm 
the Venetians they drifted to othef parts of the Continent 
and to England. In the first instanae bills of exchange 
were pieces of paper containing a record of o»e person’s 
indebtedness to another. They avefe used merely to 
transfer trade debts from one pfefce t# another and by 
that means avoid sending gold or silver ; in that respect 
they are akin to the bills in u|e to-day. However,, as 
will be seen in th* course of tljis book, bills of exchange 
have now de^loped into a sort of international cugreffcy,, 
anialthough we stHJ regard them as evidence of indebted¬ 
ness, there is no jjqubt that most geople look upon them 
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mainly as instpments of peditf and suet thfey are in 
' nearly all c^es. " 

Of legal definitions‘ there arg many, according to the 
lighfs of the people in, the country, in which »the hill is 
‘ drawn, b?it we may- tal^ tlje de|jnition a'S laid down in our 
Billfrof Exchange'Act of 1882, SeoticijS (1)— 

" A iill of exchange is an unconditional order in writing,' 
addressed by one person,to another, signed by,thfc person 
giving it'(the drawer), requiring the person to whom it is 
iddstsjed (karown as the ‘ draviee ’), to pay on demand 
or at a fixed or detenninabje lUture time a ssm»certain in 
money to or to the order of^a specified person (called the 
' payee ’), or to the bearer.” 

„ In this form, a oil! of exchange is a,n ideal instrument 
for transferring or setfling international indebtedness, 
but suppose there are no bills available for sending abroad, 
what ,,is the would-be buyer tq do ? It is nedssary for 
him to loolwound for some other form of remittance, and 
one wonders in what way his demand will be met. 

The indebtedness can be cancelled equally well by pur¬ 
chasing another species of debt in the sliape of coupons, 
bonds and the like. For example, if it,is "desired to make 
a remittance to Pans, in the absence of bills of mcchaiige, 
coupons of the French Rentes can be dispatched tt) France; 
or, should it be necesWy to pay a creditor in New York, 
any of the stalc-^.ard securities which are due for payment 
may be sent. Warraiits and coupons of the Canadian 
Pacific Railway, or of the New York Central Railway 
stocks, although not so much in. evidence as the bill of 
exchange, are constantly being dispatched across the 
Atlantic in liquidation bf indebtedness. 

In making special mention of this mode of remittance, 
it pray be thought that the author is going dead against 
the theories advanced by fhe leading eebnomists, who have 
hitherfo regarded the purchase and sale of coupons and 
other international securities as arbitrage business, pure 
and simple. This is not the case. If yfq bear in mind that 
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thg iiis^^unients bought and%old*in foreign exchange 
foreign debts, Rns plSin that coupons come •within that 
category, and althou|;hliof various reasons it is Considered 
to Je moi^ simple ^md prefenaWe to, purchase a bBl of, 
e:jchan|e„yet if bill| we "not ti,va!lable^ the remitter can ■ 
pay his debt qui^ wll by sending coupons payable in 
thS crecl^or country,* It is tfqe that,.as a rule, commercial 
men do not rejwt largely to this form of finance, bulf there 
.is no doubt that bankers frequently make,use o? coupdns 
for the ^urgose of transf^ng the acflisj baljlicl of 
Indebtedness. It is witWn the writer's knowledge, in 
fact, that large remittances* of coupon^ of the internal 
Japanese loans are periodically sent fipm ^ondon to the 
Ea^t, and the forefgn banks’are qwte as ready to puithasS 
these coupons as ehey are to encash bills of exchange. 

The fa^ remains, therefore, that coupens of the well- 
known foreigp stock* and shares are really a him of 
international currency, and there is no reason, to mystify 
the student by referring to the buying and selling of .these 
claims to a ponion of the money of another country as 
unfathomable afbitrage operations. While it is no doubt 
th* case that th^ bankers do most, of the professional 
business^pf remitting funds from one country to another, 
yet it is within the power of any p^son who is under the 
obligation to send a sum of money abroad, himself to remit 
b/ firft-class* coupons of the foreign country if he ■‘so 
desire. 

Having made this digression, we may return to a con¬ 
sideration of the rules which are said tq enable tk to calcu¬ 
late to a nicety the value in one country of the debts 
payable'i» others. 

In primeval da)^ the "’question of barter must have 
caused much heajt-buming aifiong our ancestors. To 
settle, for insjance, the number** of pigs to be exchanged 
for a cow, was a problem well designed to bring otit the 
quaSties of a higgttr until some definite standard of 
exchange could hf decided upon* The^ inclination io 
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liiggle over every exchange islrresistible'evcn at the pRs^snt 
day, and nbwhere is fhis trait more pfoininent'than in 
settling tfie terms for the transfer of indebtedness.. The 
mail! problem," however; in ^foreign exchange, is” to a gjeat 
exteat simplified l;y thb fixing bf a basis upon .wjiich tjie 
metallif'money of one toifiitry cau b^ converted into that 
cf another. 

r 

Mint of Efrchange. 

' Tnii'basis,of'exchange between two s)^tems of coinage 
is known as the Mint Par of Exchange, and may be besf 
described as the.rate at which the standaid coin of one 
counts is cpnvertible into that of another country 
‘accoKung to the terme ''of fheir resp*ective Mint l|rws. 
This power of exchtnge'oan be establislied only between 
two countries vhose legal currency unit is of,the same 
metakr the relationship thus ekpresced mu^ be between 
the standaijd coins of two gold-using countries, or between 
the silver coins of two silver-hsing countries. Between two 
countries having legal tender coins of ai different metal, 
say of gold in one country and silver in tljs other, there is 
no par of exchangj. and the reason ftiat a compaiiton 
canpot be made is, that the exchange betweentgold and 
silver cannot be defiately fixed. The gold price of silver, 
as we shall see when we come to discuss the Eastern 
exiihanges, vanes from, day to day, according to marlEet 
conditions and other fluctuating elements. 

In contradistinction to the Mipt Par of Exchange, we 
may briefly refer tp whaf is knowh as the Ideal or H)ipp- 
thetical Par. The designation seems to have been handed 
ffown by writers on Political Economy, who weie wont to 
use the term to describe the state of affairs which was 
supposed to exist when the opposing cljims of two trading 
countries exactly balanced. Exchange, ii^ was argued, 
will bl at par when the total pa 3 nnents to be made to and 
from any two countries within a specified time, exactly 
balance each ot^er. As we have seent however, the many 



INTeAnATIONAL CyRRENCY, ETC.* ^ 15 
, . " I 

|nd vaaed f>ctOIS•whidh.ha^(p to,be taken, into account in 

m&suriyg a ceuptry’* foreign trade, make k impossible ' 
to say with any approach to accuracy, when fee exports 
and impoi|s betweep two countjies do,exactly balance: 
coriiequently, it b not possible t* state at'what pjecise^ 
iribmenf, fee oppoajjfg’flaims, .beipg' equivalent, cqfl be 
•set off ^e one against the othej. •. • „ > 

In pdlnbof fjct, fee Hypofeetical ^ar is of no practical . 
significance, and the only reason for ratntioning'it her* is • 
to show that people who are-not well versed fii the sut^ecln 
tend to confuse it with Mint t’ar. Bqth indicate a state of 
equality, but ^le ope is gfeatiy ‘different from the other. 

The Mint Par 6f Exchange, although it^is only a nominal 
par of exchange, does enable us*to get at fee exact fate? 
for‘*the interchan|ge of currency,fey ^ving us a djfinite 
point from which to calculate the price qf debts payable 
on'demaSfl or at son^ deferminaMe futme time. .• 

The Mint ?ar being adduced from the metSlic content 
of the respective coins as laid down’by the coinage,laws 
of the various countries, we are thus in a position to show 
how the relationship is established between any two of 
them whose standEird is the same. Between any two such 
countries exchange would be at par,*when, by payiqg a 
certain amount of the metallic mone^ or its equivalent in 
one country, one could purchase the ^ght to receive an equal 
anwunfcof th*same metal in the other coiBllry, but it dues 
not follow that this ideal state will often, if ever, prevail. 
Australian Exchangee. 

The exchange betweafl England an^ Australia is the 
much quoted example «of this state*of equality, and the 
apology,.i^any be needed, for referringlo it here, is that 
an erroneous impression is Sreated by writers who give the 
Australian exchange as a standard example of the transfer 
of indebtedness at ^ual rates, la practice, however, tie 
Mint Par is one thing, the bu 5 nng and wiling of^hese 
foreign debts another: the former is a fixed metallic basis 
on which to cajculattf the ratgs for the exchange, the latter 
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is the actual operation, aad if seems mofe correct t» r§gud 
the Australian exchai^e as a simple illustration pf the 
fact that the Mint Par is purely nominal. 

Cubists get oat of the ^fficulty “by .stating " there is 
no exchange on LopdonV’ Ifat wfe must carry the^discussion 
a litil«i farther by examining the position in regard to 
Austr^ia. 

Thfr Australian Mints ue branches of the, British Royal 
Mlntj and in Ijotfi countries the bullion content of the, 
" soWpign ”, il 123-27447 grains troy of gold, eleven- 
twelfths fine, that is elevSn-twelfths pure gold and pne* 
twelfth alloy, an^. strictly speaking, the pan of exchange is 
£1 ss jjl, or £j^00 £100. Theoretically, this pat is fixed 

'so Irfag as the Mint laws 'of tile two coTintries remain .the 
samej but in practice wfe have to take cognizance of other 
factors, the principal of which is the ratio between exports 
and Itiports. 

From dejiails courteously supplied by Mr. G. H. Knibbs, 
the Commonwealth statistician, we find that prior to the 
year 1891 the balance of Australia’s trade was, with few 
exceptions, on the side of imports—she had more to pay 
than to receive; but from 1891 down to 1912, the reverse 
war the case, and Australia had more to receive than to 
pj(y, for the balance ef trade was consistently in her favour. 
The trade reteims for*1912, however, indicated a marked 
decline in the' ratio of exports to imports', and in KJIS 
Australia again imported more than she exported. 

There are no special features ^bout the trade statistics 
for the earlier years which partteularly concern us: the 
excess of imports wa^ due, partlj^ to the introduction of 
the capital derived from the issue of Govemrnent loans, 
partly from capital sent out* to Australia for financing 
pnvate undertakings. The excess pf exports for the 
twenty years, 1891-1912, arose from tlw interest and 
profits on the earlier investments, repayment of loans to 
foreign bond-holders, and also from'payments for ffeight 
on cargo carried chiefly by vessels fr^ Graat Britain. 
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, In fxpfanaiion oi tne" aiteraiioni in tne oaiance of trade ^ 
froSi an excess af exports—which had prevailed for twenty 
years past—to an exce® «f imports in 1913, instructive 
tables were preparejl by the (Jovernujent statistician. 
The^ are too long to reprodiftoKhete, but there is'no peed . 
to* stud^ statistics ^ Vder toi understand the»ma/ter. 
It is in Australia's torrowings we have to lo<5k fo*. 
the reason* for„ a Sechne in the ratio of exports to 
jmports. To make this clearer, let the rfiader ima|ine hens 
faced with the disagreeablfe necessity of raisfng a leaf! ofr 
jJlO ^rom a ntoney-lender; when the, latter pays the £10 
it is in effect import fb tiie reader’s income. Subse¬ 
quent interest pa^^ments will show very^lfttle effect on his 
outgoings if paid ftgularly; «dt i^^hen the loan is ?ef)aid» 
to the money-leqjler that what*we« might term pne’s 
exports are affected. By a similar process pf reasoning we 
arrft^e at ?!ie explana^on f®r Austfalia’s adverse balance.* 
The various states have borrowed heavily on flie London 
market during recent years, and each* year the total pro¬ 
ceeds of the loan^ as paid, go to swell the import returns; 
but, as Mr. Knibbs pointed out, as no immediate payment 
beypnd the instalmtats of interest has to be made in return, 
the expost figures are affected in a very minor degrge: 
it is when the principal of the debt c^es to be repaid that, 
the export figures will show a marked increase. 

Ihe ftct that Australia constantly^ expoflS large quantf- 
ties of gold, has led many people into the error of supposing 
that such exports are entirely due to ah adverse balance 
of trade. The gold shiputents, however.^are more*attribut- 
abfe to the gold produgtion of the ?ountry than to any 
liquidation,of indebtedness, and* althSugh Australia’s 
being a gold-producing couiftry is of considerable interest, 
we cannot dismiss the question of her exchange with Gre&t 
Britain so simgly: it is governed by many factors, «f 
which gold production is only one and by, no meanS the 
most •important. Rates fluctuate considerably, according 
to circumstances nflifig at t^e time, %nd exchange is not 

t-itus) 
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always at pai*. The faynfents whicli AustraliS Iwa to 
make on account of the interest on her heavy debt tp Great 
Britain may not be very visible in her export statistics, 
but they frequently cause, avhat we may call tfie " balance 
of {sschange ” to becofce .adverse., , , , 

Then; our trade with 'Australia is’ qot so constant as 
“^with other countries with .sftiich we, have intimate tihde 
relat'ion?, and as a result we find 4he Australian exchange 
to bp govempdhy seasonal influences, of which the principal, 
are the wocl and‘grain exports. The wool season com¬ 
mences in October and lasts un^il February; grain exports 
also continue for about the'same period, actd arising from 
this jictivityrin the export trade, there will be a heavy 
infl% of money into.Lonaon, represented by bills of 
exchange. In this'case^the Australian4)anks here have a 
,.plethora of funds, and the person who wishes to remit 
moridy to Sydney or Melbouriie, either by means of drafts 
or cable transfers, may have to pay a small premium to 
the'Australian bank in London, through the intermediary . 
of which the operation is carried out. » 

It may be rather different when there is a scarcity of 
funds in either Australia or London, and the buyer or seller« 
w£l be charged a rate corresponding to tfit existing 
drcumstances. \ 

These facts are made clearer by reference to the 
Australian exchange* quotations, which are quoted at 
buying and selliqg prices per £100. The list the writer 
has before him, for example, gives the buying rate for ^ 
demand drafts, ioyrdon on Arfetralia at 97 i, and ^the 
selling rate at par, cthat is, £100. On the other side, 
Australia on London quotes ;^100 for bu 5 dng demand, but 
sflls at a premium of IJ, or, in other words, charges 
£101i for a demand bifl for £100; and while London sells 
tab^ transfers on Australia at par, Australia sells cable 
transfers on Eondon at £101J per £100. Similar differ- 
,ences may always be observed by any person who “takes 
the trouble tofconsult the lists of rates gives by the banks. 
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• 

• Jaf as Diiis are concemeo, tne rate oi interest for the. 
time tjie* purchasers are out of theij money w^U also have 
to be taken into account. * * 

^art fiim thefe enfluence^ the geographical situation 
is a factor.which has to be bom^ in* mind: rates for remit- • 
tances te New Zoalsmd ear to Sbuth Australia nl&y_ differ 
*froln those charged juid paicfioirsilnUar transfers to othft*' 
parts of the 4®straliaij Continent. ^ 

• Finally, we must bear in mind that tlje fperatiops ^n 
bills of exchange are mainljfc in the htindl of the.hanks* 
Ind.the qfiestion whether ,a draft can- be procured at par, 
depends t6 a kr^e extent not? only on thpir local financial 
position at the time, but whether profitable gperatio|is are 
inunediately available for the emj)Io 5 mient of the y^uid*, 
funds they receiver in exchange for thd drafts issued.* 

Since thg fourth edition of this work west to pre.ss ther^ 
occurred an piteresting example of the fluctuatidfts in 
Australian exchange. Owing tofhe fajling off inJVustralian 
1 exports and the post-war increase in imports into Austaalia, 
Australian balanaes in London had run down almost to 
vanishing pointy In these circumstances the exchange 

• chaaged on the purchase of demand grafts in Australia, 
drawn on»l.ondon, was 37s. 6d. per cent. In other wolds, 
it cost an Australian £101 17s. 6(^to pay £100 to his' 
London creditor, for the banks were not wiljgigto embarrass 
theft London offices by depleting still further their funds. 
Demand drafts, drawn from London on.Australia were at 
par, that is to say, it cost,a London remitter £10tl to send 
th^ same amount to his Creditor in ^usiralia: the banks 
required money in London, so off^d tqpipting terms to 
obtain it.- • 

The statement that a sum of money can be cabled frop 
London to Australia* or vice versa* at par, should also not 
be accepted without qualification. 

In bu 3 Tng and selling bills of exchange, other people are 
obliged to work through the intermediary of the banks, 
but in regard to* ^telegraphic trMsfers^t the bankers 
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themselves are in an anemalous positioh. T&ey bds%thw 
operations 6n rates fixfid in consultktionowith one- another, 
and are often under-sold by parties outside the pale of 
thefr charmed circle. A ^merchant, for example, who 
desires to remit £^,000 hy cable to Australia, may find it 
conteQitnt to get into touch with others havingofunds at 
•iheir disposal there, andia§'the reshlt of bargaining will 
get t'ue transfer made at^a lower r?ite thaihqan be given by 
the bank, whic^ has always to minister to the requirement? 
of fts'GustoiBefe, whether it <yin' find a " set-off" or not. 

From a consideration of these facts it fnuSc be fairly 
obvious that equality of exchange betweeij, Australia and 
London is tt\? exception rather than the rule; fne margin 
of Ijjrofit always exacted by the peVson supplying, the 
transfer, convincingly' disproves the 4 )opular statement 
,that there is of4en no difference between buying and selling 
rates' in A^tralasian exchange, p ^ ' 

Now let us examine this fixed basis of exchange as 
established between Great Britain and other countries, , 
which, while they conform to the gold standard, yet have 
a currency system different from our ov?fi. 

England and France. 

,We may take ttp comparison between England and 
France as a commencement, and our equation will be based 
on the coinage laws cf the two countries. 

Reference to the English Coinage Act of 1870 will show 
that a jovereign is ordained ^o weigh 123'27447 grains 
troy, or 7‘9880£f g^amtnes of ‘gold, eleven-twelfths fine. 
The French Mint Laji^s enact that one kilogramme (lloOO 
grammes) of gold, nine-tenths fine (or, 900 pasts fine gold, 
100 parts alloy), shall be coined into 3,100 francs. There 
is really no golden frand in France; file legal tender unit is 
the silver franc, which derives its gold ba?is from the Mint 
Laws, while 3jl00 francs is a simple way of expressing the 
equivalent of 155 twenty-franc gold'pieces^ (or Napctteons). 

» 155 X 20 »i 3,lOo! 
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• * 

Gi^im jKiue,, 

Given these particular| we caif get at th% equation 
between the respective currencies by a simple application 
of tthain Rule, a toeihod of fe^oijing wth which all stu- 
dants oi exchange shoiuld make themselves acguaiirted. 
.It h rather beyond Vie scopp of t^s work to expltun t^ 
principle pf CMn 4lule, but* if rna^ be well to s^ out' 
clearly the pr<Jcess to b% employed in our first eaample^ 

* Chain Rule consists of a Mries of equatlpne arraq^ iq 
Jwo colmijns, each equatioif expressing the‘sequence or 
relationship between the "two quantities. Starting from 
the first ^uafioB,‘which is a statement* of the question, 
we express a definite relatioit between that and the second,, 
thefsecond and the third, the thirctand the fourth, and so 
on. There need l?e no difficulty 5n mastering the Rule if 
th%student will remember Jo commence each equation in 
terms of the pteceding*quantity, and to conclude the'Chain 
in terms of the answer requijed; thus, if yotf begin the 
equation with francs on the left-hand side, the ‘final 
quantity on the rtght-hand side must also be francs. The 
last point to beaf ip mind is, that quantities on the right- 
hanS side form the numerator, and thfcse on the left-hand 
side, the ‘denominator; the product of the numerStor 
divided by the product of the denorfnator will then give 
the, reqpired pnswer. •». * , 

We may now apply the Rule to Ihow the Mint Par of 
Exchange between Great Britain and France, and this is 
how the sum appears— 

Hbw many francs ? 

If the ircight of * = 7-98805^ammes Standard gold 

If Standard^old 12 grammes = 11 grammes fine gold 
If fine gold 900 grammes = 3,100 francs 


1 X 7-98805 X 11 X 3,100 

—--- 

1 12 X 900 


= 2j-22152 francs. 


Therefore £1 = Francs 25-22152, which fs the rate at 
which the currencythe one countjy is convertible into 
that of the otBer, and. theofeticallv. is ta|fen to indicate 
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^ * 4 , 

that in accordance with' the''existing Mint^Laws of Gijjaa 
Britain and France, Francs 25'22lS coiftain pur6 gold of 
the same weight and fineness'as that contained in one 
sovereigij. This,* pf course,, is only assumplSon, a% no 
accptmt is taken of loss of weigl^t ^ue to wear pr otl\er 
cau^fes/liht so long as the currency of each country is based 
yfh gold, and no alteratfonrtakes place jn the Coinage Laws, 
it must he taken the fixed Mint Par Ejfchange. 

Sn^Ugid q!nd Germany^ ' 

The German standard of fineness for gold is the sanie aS 
the French, nan)ely, nine-tellths fine (Judity, or 900 parts 
fine gpld to ipO parts alloy or copper. Their Coinage Act of 
' 1873',ordains that the G^rmaii Mint pound of gold shall be 
coined into 69| twdlity-raark pieces, and, as we know the 
Jinglish basis ofteckoning, we can set the probleip out in the 
folloWng vijay; How many marks equal one sovereign, when 
one German Mint pound of pure gold (i.e. 500 grammes) 
is owned into 69| twenty-mark pieces, nine-tenths fine ? 

Marks ? ,~ 

If the weight of £1 = 7-98805 grammes Standard gold 

If Standard gold 12 grammes = 11 ^ammes fiCe gold 
If fine gold 500 grampes = 1,395 marks (69i x 20) 
n 1 x 7-98805x 11 x 1,395 

-= Marks 20-426 

• 1 X X 500 

Bence the Mint Par of Exchange between Grea^ Britain 
and Germany is £l = Marks 20‘4^, or, to put it another 
way, 20-429 is the number of Gold Marks containing 
exactly the same amount of gcjd as is contained in one 
British sovereign; i 

, » 

England and the United States. 

,To complete the trio, the method of finding the Mint 
Par with the United Sb.tes of America is given. 

*'Hfre again the arithmetic is a question* of the Coinage 
Laws of the two countries. The currmcy unit in the United 
States is the Dollar, The golden e^le = $10, is enacted 
to weigh 258, grains of gold, nine-tenths fine = 232'2 
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IfiSS^^rs) Ss agSnst'our aoveieign, containing 123'274 
grains^ oi gold,’eleven-twelfths fine, which gives— 

DoUars ? ■ * 

If the wei^t of , = 123-274 grains Standard gold 

If Standard gold I % g Ains = U grains fin* gold 
If fine gold 232-2 grains =1(4 dollars 
* * ■ I X 123-274 ^11 X 1(H 

- rVi?gx-l32-.2,-- =^*4-8665 

Lonsequenjly, the Mint Par hi Ihis Case is £1 = $^86^,' 
or, as many people ptefer to call it,. 49/i5d. *= $1 ^.e. 
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,4-8665’ 

The Mint Pars (jf ExcHhnge between Great Britain and 
all othew countrhs on the gold standard can be similarly 


calculated, and tlie followieg list will be tfSeful to ^hosft 
whfl wish to see a| a glance whidina^ons have a Miht Par 
with this country. ^ 

*The MfsT Pars of^xchinge bWween Great Brij^in • 
AND Those Countries whose Corrency is Basod on Gold. 


Great Britain r Standard weight of gold sovereign is 123-2744 

and grains, or 7^98805 grammes, eleven-twelfths 

Australia . L fine 

Par of exchange between England and Australia 
*^1 = £1, subject to the limitations laid down 
inHhis chapter. 

( 155 twenty-franc gold piAes weigh 1 kilogramme : 
out of 1 kilogramme, 900 fine, 3,100 Iran* are 
to be coined. , 

Mint Par — London-Pai^; £1 >= Francs 25-22152. 
, , ["The Mark is the standard «l'tT Mint pound is 

Germany . . 4 equal to 500 grammes, and is coined ihto 
1_ 1,395 marks, 900 fine. 


9nited States 
of America 


Tie 

Netherlands 


Mint Par — London-Berlin :• £l = Marks 20-429, 
say, Marks 20-43. , 

rTho staJdard unit' is the .pold Dollar, weighing 
-1 25-8 .grains; so tlfat the Eagle, equal to 

t 10 dollars, weighs.>58 grains of gold, 900 fine. 
Mint Par — Ixjpdon-New York; £\ =■ $4-8665. 

( The gold coin is the 10 Florin piece, which 
weighs 6-720 giammes, 900 fine. Mint pouAd is 
d^ual to 500 granamesfine ; the relation between 
the British and Dutch weights of the prcci»us 
metals is, therefore, similar to the #elation 
bq^ween British and French. 3]t 
charged by the Dutch Mint for coinage. 

Mint Ppr — Lon^on-Amslferdam j £I =■ FI. 12-107. 
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Austria 


Belgium < 


Denmark ' 
•Sweden 
Norway 


rUnit ol I'aluo is the Kroiie — iIm) hdBer^ Ooe 
. ■{ kilogramme of gold ie coined f nto Kronen 3.C80, 

L 900 tne. 

Mint Par — London-Vienna : ;£1 = Kr. 24-02. 

nionetarji system is siinilar to Prince. There- 
. ■< fore, fbe jpiLt Par (Lonfon-Brussels) is to all 
(_ intents and purposes Jhe same as Loncjon-Pap s. 
/These ffaree countries, fdrmjng the Scandinavian 

■ I Union, ^ve'a nniforlu gold coinage Unit o/ 

■ j vaJueis th^rone(crotin),and 1 kilogrammeol 
I toe gold is coined linto 2,4S0iiCrowns, 900 toe. 


Mint Par with London is : £1 — Kroner 18-15982c 
These arerthe pfincipal Mint Pars with fireat Britain, 
but in practice it will be found Ahat France, Germany^ the 
United States of America* and Aukua," receive most 
attention on account of their active go.ld markets. 


* Gf. Chapter XXIF in regard to the position of Scandinavian 
exchange. 

' C/. Chapter XXIV loc detail^ regarding currentv of cAher 
Europchn C()untries. 
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THE MINT fAR AND £OLD OR SPECIE POINTS IN THEORY 
* AND IN Hf4CTVE ' 

• • 

As the result of theYprJblems elucidated in the "piei^ous 
chapter,‘the mund^e busid'ess'in* foreign exchange hffe 
perhaps been divested cf half itS terrors, and t^e jfains- 
4aking enquirer begins to perceive the re}sqps for ejtaV 
lishing a definite compansda betweeif the aurreoiSes of 
fhose countries which adhefe to fhe same metallic standard. 

In point ofifact.'the amoiflit of meta^of the standard 
unit of one country contained in that of another country 
is o( academic interest only^ sinca the greater numlj|!r of* 
the operations in ttreign exchange are ferried out by means 
of J)ills o{, exchange, and the actual transfer of coin oj 
bullion scarcely concsms the average man. ,The‘fixing 
of the Mint Par, however, is necessary js a basis upon which 
the latter can calculate the worth of the bill of exchange 
he has to buy or«ell, as the case may be. If a debt equi¬ 
valent to £100 has to be paid by a merchant in England 
to a* creditor in France, the parties to tfie transaction must 
have an ^*greed rate at which the exchange is effected, 
and the Mint Par will be the string-point for theii* 
calculation. Nowadays it also affords a^seful point from 
whfch to calculate the depreciation or appreciation in tfie 
various monetary units. 

Let us trace an operation step by step. ^ 

Suppose Messrs. Petef* Robinson p. £o., London, owe 
Pierre Rocher, of Lyoifs, £100, fqf, silk, purchased. The 
silk merchant does not want payment in English pounds, 
shillings or pence, as our currency will be practically useless 
to him in Lyons; he requires a remittance to be in francs 
and centimes, Ahe recognized me^um of exchange in Ms 
native town. How, then, will the debt bft settled ?* 

Peter Robinson, in consultation with his banker or other 
financial lumin&ry, vjll find out that ^iccording to the legal 
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enactments laid down by the two'couritries, '£'1 iil Englaild 
Is worth francs 25'22J5 in France; he nafl, therefore, 1)uy 
a bill of fexchange for francs 2522-15 (25-2215 x 100), and 
send it to his creditor atJLyons in settlement o£ the debt. 

Thesd facts, b^dly‘stateS, indicate what happeiB, in 
thenry / in practice, the biisinesf'’dogs not work ,out quite 
fo simply. For on,e things 'in sayiJig that the, sum was 
trattaferred from London to Lyon^, we have assumed that 
the amount oHndebtedness between two countries is Sjt 
" pbr” —^tljatf is, '.equal. In other words, the one nation 
has to receive the identical amount which if has to pay to 
the other, and, consequently, 'the total indebtedness is 
cancelled by that simple expedient, a set-off; in the same 
mai.ner, in tact, as two opposing cliiims are sometimes 
satined in an inland* tpwn. NeedlesSi to say, this ideal 
parity, or poin* of equilibrium, in foreign exchange rarely 
exists-. Rates will be' governed bj’ a variety*" of cir&m- 
stances, and in general, the price at which debts can be 
bought and sold will be largely influenced by the supply , 
of, and demand for, bills of exchainge, through the 
intermediary of which the transfers are usually effected. 

There is another point to bear in 'mind. It must be 
evident that the British debtor is under the obligation to 
send a bill of exchaijge for a sufficient sum to outturn the 
exact amount of the''debt which he owes to his creditor, 
neither more nbf less,; and it matters not whethfir his bill 
is payable at sight or at some fixed or determinable future 
time, the piece of paper must give the foreign creditor a 
claim to' that anjpunt of the cuivency of his own country 
which will quite dear off the debt-on the day it is received. 

As illustrating the case where the opposiug .claims of 
two countries are not in this itate of equality, let us take 
ah operation between Wew York aqd London. We will 
suppose in this instance that an Americap dealer owes a 
merdhant in the City of London £3,000. At tlte par¬ 
ticular time the money becomes dufe, exports from 'Great 
Britain to the^ Unite*! States Jargely bice^ Great Britain’s 
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• • 

AnjpricaX imports, cons^uentfy oif this side of the Atlantic 
we shajl tave more money to receive than t(f pay; in a 
word, New York is under tHe obligation to remit t?» London, 
and^here ^11 be piofe buyere^Lbills of>exchange on'the 
Nfw Yyli market than there* arfi sellers. Now, if the 
reader has remeipbKe^* the clbsiag words of 4l\p ^irst 
chapter, ^le will knoy that h5 js dealing in " debts,”' T1& 
bills of exchange sold os the New York market, drarfh on 
£ngland, are debts owing by some one iij England; the 
selling of them in the United States by Ifce holders is.ftieVel/ 
i cenvenihnt way of collecting the amount from the 
creditor. *Vetf welt, then, if, hwing to thg cause indicated, 
these debts are scarce, it is obvious that Jhey must be 
subj,ect to the same rules as thosJ^oveming commoS^ies 
they will rise in price. The excBanfe between the two 
coijptries g, therefore, no longer at par,«and the debtor 
who is under dhe paiitful ilfecessity' of putting his creditor 
in funds, will, failing his being able to put off tjie evil day 
until a more propitious seasoh, have to pay more for the 
claim to a few oi the British sovereigns, which alone can 
satisfy the persQp in London. 

When this state of affairs obtains, ^le American is sup¬ 
posed tol^ve arrived at the point at which he will ha'« to 
send to the creditor a certain quantjjj^ of gold to cancel the 
indebtedness. But, to avoid the many ^troubles and 
anxieties attendant upon gold shipments, there is sfill 
another way open to him. We, imagining for the moment 
that we are all bankers,,will manufacture a bill for him. 
TJjis calls for explanatibn. 

Bank Pqper. 

If the bills for sale on tlie New York market have been 
purchased by the fortunate few vijio were early in the field, 
the reader, not unnaturally, wonders whence emanates I4ie 
supgly for the late comers. Here again; the conditions 
are closely akin to dhose ruling in the produce markets. 
In the ordinary ’(^mmercial or i?!anufar;turing centres 
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increased demand alwSys Vesults in " increased'suppji^, 
prices and other things being equal. So it is wifh.the bill 
markets; when the bills on offer have been exhausted, 
there will generally be ^ouijd a number of bankers, and 
exchange dealers ready to'" manufacture a bill ”, to order 
—at'a price be it notfed." ^ 

^ In order to mak& silch* opkations possible, the bankers 
arraifge to have funds kvailable in the hands of foreign 
hduses or cofrefpwndents, and when it suits their purpose, 
"they will be-prepafed to draw on the correspondent, that 
is, they will draw a ■'bill of exchange, either on demand or 
at so many days date or sight, according tc the"exigencies 
of the case., As the banker has deposited the necessary 
' fundjs at some previous, date with his correspondent, these 
bills may be said tO represent the whole, or part of that 
correspondent’s debt to the banker drawing t{ie bill, ,and 
for the purpose of remittance‘'thesc bills a-e as good as 
any other bills, the supply of which, as we have seen, was 
insufficient to meet the demand. They are better, in fact, 
than the ordinary trade bills. In the latter case, what the 
market calls the “personal equationenters into the 
matter, that is, we,take into consideration the greater or 
less^ confidence which may be placed in the si;^ature of 
the drawer. The lo^er price paid for the commercial 
bill involves what is in reality an allowance or compensation 
for this extra risk, however small, the buyer takes, ” 

The merits and demerits of the two classes of paper will 
be seen u^hen we come to discuss the " course of exchange,” 
but having takentnofe of the difference, we may proceed 
to examine the manner in which'I’enrod, the New York 
debtor, finally liquidates his debt with Jones, the London 
creditor. 

As we saw, the Mint l^'ar. New York —London, is 14-866 
but as the demand for remittances <to London has 
exceeded the shpply of bills, the exchange between the 
United States of America and Great Britain will be above 
this parity; it. is favourable to this cpuntr 5 i; unfavourable 
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tj Ameijca, %nd instead of jjettjng his bill for £3,000, 
whlth*is Jhe currency be must send to Jones, ^t the Mint • 
parity,Tenrod will be obligpd to paf the higher cite which 
the banker exacts for manufacturing him a bijl of exchange. 
The*price he will ^ay for thi^Jiai^er’* TdIU will i>e com¬ 
mensurate *with the den^d for," Bank* Paper," the term 
used to Sescribe tbisVclass 04 remit,tance, and the greater 
the demand the higher will 'bd the coSt. If the exc^nge 
be fixed by th6 banker’at $4.88 to £1, *he draft«wili cost 
^14,640'00, which will be»$42.00/more th|n»the price o^ 
% bill at rfhff Mint parity. *Iq short, Penr&d has paid 
$14,640-0Q for the right to ^ave pafd to him, or to his 
creditor Jone^ the sum of £3,000 in London, and it is 
apparent that we do not vajy tbe price by adding to the^ 
amount of the bill for £3,000, butVf^re the differente by 
var}nng the rate at which the American currenty is 
coiWertedtnto sterling. 

Limit of Price of Bills. 

• 

It is at this stage the rules governing the purchase’ and 
sale of commodifies diverge from those which govern the 
deahngs in debt?.«In ordinary trade, the production of 
goods wiy continue as long as there is*a demand for them, 
and the pfice will tend to rise in proportion to the e:!ftess 
of the demand over the supply; «^ces will rise until a 
pojpt i» reached when, through excessiue production pr 
other cause, the demand is satisffed; then the reverse 
action will take place. • 

The operations in billjjof exchange are confined within 
nihch narrower limits,, and to appreciate the extent of 
these limits it will be well to refer to the reasons for 
sending bids of exchange ain settlement of international 
indebtedness. 

In inland transaAions, we usep for convenience and in 
order to econoAize gold, cheques, which are bills of exchange 
payable on demand i similar considerations influence the 
using of bills of exchange in foreign commerce, only the 
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saving of time, trouble, rife and ex^iense is vtty.muoh 
greater. If the deb^r can procdre a. bill of ej^hangei 
neither hh nor the creditor wilFwish to be bothered about 
getting the coin oonverted ^om the ctrrfncy of'one co^try 
into tha^ of the ot‘her,'mrfie especially so, when by renigt- 
ting ^ bill, both are relieved froCn the^ anxiety which the 
Shipping of gold coin br,billion always entails. < 

The point at which the augmfjntation jn the price of 
commodities vijll stop is, to some extent, problematical, 
'but it,is not So with the prjpe'of bills of exchange. The 
debtor will buy them only so long as their coSt does ndt 
exceed the cost of shipping gold, and the .poiiti at which 
it is just as cheap to send the metal to his cre'ditor, will 
‘ in normal times mark ttit limit of the jiremium on the bills 
of exchange. If tba sailers of bills ask<a, price above this 
^oint, the New York merchant will send gold rather than 
pay vhe enhanced premium. '■ . „ 

As far as New York is concerned, the charges for shipping 
gold, to London, in normal times, may be reckoned as -024 
cents, and if we add these charges to therMint Par we shall 
get the outgoing gold point from New X^rk. 

t ' 

I The Mint Par is.^'866 

Add —Freight, insurance, commission, etc., 
at 5 ^r milled.-024 

"iJsso ' 


The J4'^ we m^y assume to be the limit beyond which ^e 
American debtor will^not go in buying bills of exchange 
on London. 

In the case of the supply'of bills on the New York 
mhrket exceeding the ddmand, the opposite state of affairs 
will prevail: the price lor the paper falls ^way until the 
limit'is reached at which the holders of the bills, the 
American creditors in this case, will Vather withdraw'gold 
from London than sfil bilb at a low^f discount. To find 
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• * • • 

^ • • 

tKs^psinf, we deduct tlie shijJJiin^ charges from the Mint 
Par, 8 pet mille. • 

Mint Pai» . *4'866 

^ Less Shipping Charges -SSS 

• • - . - 


Gold Pomts*. 

* • • • 

From these calculations we^gather that at }4.89,to'£1,* 

^Id will bl sent from New Yorft to London in preference 
to sending*bills of exchange, and that at^$4-827 to £1, it 
will be m^re profitable for the New York creator to draw 
gold from London fhan to sdll billf in sterling. ' 

These rates are what are known^ *Gold Points, or, as 
some people prefer to call them. Specie Points, and, in^ 
order to imprgsi then* upcto the reader’s mind, w»toay 
repeat, that the outgoing specie point of a country is the 
rate at which gold leaves, and the incoming point is.the 
rate at which the^old enters a country. 

As the result <4 our investigation, three facts are now 
prominently before *us. First, we see,that the principal, 
if not th^pnly reason, for our using bills of exchang^in 
International commerce is to save ^e expense, risk and* 
trouble incidental to the dispatchiiig of^old Secondly, 
whdh the merShant or other debto* has”arrived at thfe 
parting of the ways, and is forced to choose between paying 
a price for the bills of eijchange higher than the cost of 
seqfiing gold to his credittJrs, he i? said t® adopt the latter 
alternative. Thirdly, when the sell^ of bills of exchange 
finds the price offered for his paper to be lower than the 
expense of importing gold, lie will elect to take the gold 
from the debtor country. We thrfe get two gold or specie 
points betweei^ two countries, tUe import specie point 
being found by deducting the shipping charges fronf the 
Mint Par, and the Sxport specie point by adding the 
shipping expenses tS.'the Mint Par. ^ 
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In practice the solitary ooDtor.'or even ooay oi ajotofs, 
is little coneemed with these specie pcjints, and although 
for the sake of simplicity we have assumed gold slupments 
to be carried out,by debtors, yet in reality it isthe bankers 
who ultimately carry tfiibugh the '^transactions. The 
bapker serves as 'the»connectingc'iii^ between bpyers and 
isellers of exchange, and jp the same-way acts as the neces- 
sarj intermediary for hu 5 nng and selling gold: but this 
does not affect the theory one whit, since the banker 
' merely takei vlpon,kimself as-it were, the load of debts from 
one particular centye, arid forthwith proceeds io liquidate 
them in the manner most profitable to hiipself. We will, 
therefore, transfer our attention to the banker and endea- 
'■ vorer' to trace the steps ky which he arrives at ^ the 
disagreeable necessity of shipping gold.. 

We saw that in selling paper to his client, the banker 
'drawg the drafts oif funds which he had previously 
deposited with his foreign correspondent: but it may 
hapj)en, in view of the profitable exchange, that the banker 
has sold bills which in the aggregate far^exceed the sum at 
his disposal with the correspondent, or, as not infrequently 
occurs, he has made arrangements with the latter to accept, 
or^pay his drawings up to a certain specified, limit. In 
, either case the banker will be obliged to cover his drawings, 
that is, he njust see ti.at the correspondent is put in funds 
to meet the bill? m good time. In many cases this will be 
done by the banker’s sending bills which he, in his turn, 
has purchased ftom various sellers on his own market. 
In New Ifork, he may have bought bills drawn on London 
during the interval between the departure of one mail 
and another, and perl^aps, on the very mail d^y the banker 
expects to remit the bills to London for encashment, a 
dnent is forced to buy u draft from him. The banker will 
sell this draft, usually dt a fair profit, and it is not unusual 
for the customer to send it to London in settlement of some 
debt or other by the same steamer r.’hich carries the'batch 
of bills previously purchased by the banker. The British 
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•Qtrespoftdent willTn dae coitse eoilect the bills sent him, 
for*enca3hmentt and ^th the proceeds he is Ih a position 
to meet the bill, sold at th% last moment by the New York 
banker, which billow/may siy|)ose is foRan’ amount e^ual 
to 8ie tol^ of the other draffe remitted to hirf by the . 
American. The profit ^n such "an operation is appaient. 
Tn"any aase, the Damcer endepvpuis to cover his sdes by 
purchasing* other bills ^n the cheapest market, buf he 
fannot always work the exchange in such a conveniait 
manner as that we have jtis^ describe^. the b^plcer i^ 
Suable toSiuy bills direct on London .to cover his sales of 
drafts, he* will resort to purchases of bills on a third, or 
even fourth couiftry. These bills he will dispatch to his 
aciyedited correspdhdent in «aclf pentre, witS instructions* 
to remit the proceads to the credit BHhis account witji the 
banker or other correspondent in London»upon whom he 
ha*drawn^^bills which comprised his sales in Nev»¥ork. 
In course of time he finds he has burnt all Eis bridges, 
exchange will go against him on the other markets, and in 
default of cover jt reasonable rates, as a last resource he 
will be obliged Jo ship gold and sell it on the London 
' market at the pricS fixed by law. ^ 

It is also the banker who is ultimately responslble,for 
the gold shipment which is drawn ftpm a debtor country 
when the import specie point is ^ched in the creditor ' 
cotJntry? Thdbretically, the ordinasy seller will not dis¬ 
pose of his bill, but will prefer to send it direct to the 
creditor for payment, an^ so draw gold from the country 
the exchange is against. **10 practice, h^ever, tlie selling 
wll still go on as in theS:onverse esse* and it is the bankers 
who will- ajrange the gold shipments; they themselves 
will be the buyers of the bills from the holders at or about 
specie point, and wjjl subsequentfy send the bills overdo 
the country wjth the unfavourable exchange. • 

The object of the bankers' remitting these bills tJ) the 
debtbr country is obf iously to recoup themselves for their 
outlay on the^purdilse of gpld, whith must still be sent 

4-<l5*5) 
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.to caned the indebtednessdietwtfen iJwo edhtres, but ijt 
should be nbted that the bankers’ ’^actiqn In taking tlfese 
surplus bills off the market, while not stopping tfie gold 
shipments, does sg^e to prevent the ^change's falling far 
. bdow gbld point.' 

Ein^y, in each case, bhat of Idle'Bold coming^lnto the 
ceuntiy, and that in whi^h it goes o4t, the ultimate eSect 
is the same as is seen iik the importation and exportation 
of any other commodity: the rdative balance of indebted¬ 
ness'bet weerf the two countries will soon be turned, an^ 
when once the equilibrium is restored, assuming trade 
conditions to be normal, th® ordinary buying and selling 
of paper will recommence. ' 

We see, therefore, that in ordinary' circumstances, the 
exchange student iswnft directly concerned with the actual 
shipping of golcl, which is a business in the hands of special- 
tsts, 'but it has been nefcessary Ao eplarge pn the subject in 
order that a correct understanding be reached in regard 
to the gold points, the tru® significance of which we are 
now in a position to appreciate. 

In discussing the Mint Par, we ascertained that there 
were a number of countries the interchange of whose 
cu^ency could be calculated on a fixed basis laid down by 
.their own laws, and in view of the foregoing explanation, 
it is now quite easy -to realize that the gold points are 
those rates of ekenange which will be produced by bujring 
gold in one country, and selling it in one or other of those 
countries with which we have a Mint Par. The rate at 
which these countries will exchnnge the gold into their 
own legal tender is aefinitely stated, and we have only'to 
add or deduct the cost of shipping the. gold in or.der to see 
which exchange is for us and*which against us. 

'“In order to make this book as practical as possible, we 
will now glance at the table of Gold Points, which is pub¬ 
lished weddy in the Economist, and see for ourselves how 
they are actually worked out. Hie following table is 
taken from tlje issue of 30th January, 1915. 
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GOLD «)INTS. 


I’eiKs- 

•frai 


— 4 pa 
2S-22iS — P*. 

25-12} •— 4 per mille again|} us. 

^ernuM — • * ♦ • * • 

Marks 20-52 — 5 per nnlle ?for us. 

20-429 *-^ar. . , 

•„ 20-iy P®*' us. 

• United Slates o/ Anarica — * » ’ . 

Dollars 4-89 • — 5 per millfi for us. 

„ .4-8665 -•Par. . 

„ 4-827 — 8 |>er mille against js. ^ 

For the moment, we may 'assume tlAt the tounmes m 
^estion allow their State JBanks, or those acting in that 
capacity, tb pay out gold for Sxport as aad when desired, 
and as we know that the pld jioints are 4he ratfs^ of 
exch^e produced by buyiilg gold in one countryiand 
selling it in anotlftr, we can soon see how the bdhker 
works out his rates. 

Let us ta5e th«*case%3f Ffance. The fitsi ugares m me 
table, Fes. 25-32J—4 per mille for us, ijiean that exchange 
I is in our favour, and gold should commence to leave the 
French shores for .London. 


The fixed Mint P»r between London and Paris is Fes. 25-2215 
, Add i per mille lor freight, packing, ^c. . -1000 

Fcs.25-32li 

jr 

i.e. Fes. 25-3215, which is the rate at which it "will pay the 
banker td take'gold from the Bank «f France, ship it to 
London, and receive from the Bank of England in exchange 
British currency based on the Mint Par Fes. 25-2^5 = £1. 

With Germany we wHf take &s gn asample the last 
figures in the table, nanftly, Mks. ^-33—5 mille against 
us, which intiicate that the exchange is unfavourable to 
England, that is, we have more to pay than to receivj 
from Germany. , * 

The fixed Mint^ar with Barlin is . Marks 20-429 = ^1. 
Deduct 5 per mille for freight, , * 

^cUng, etc. . -100 


M^ 20-329 
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This will blithe outgoing specie ppint frqpi LooHob, |n8 
it will csnsequently ^ay the ^banker to turn ‘Bank of 
England notes into gold at the Bank^of England, ship the 
gold to Cermany?and^s8^*it to the tlerman Seichsbgnk. 

^ far as the United §tates o^America are>cwcemod, 
we serf that it costs 5 per mille to sen^ gald from New Yoris 
to I^ndon, but that whdh the exchange is agdnSt us,‘our 
expenses for shipment are 8 per'mille. The extra 3 per 
mille ^e dedu^pted from the Mint Par to make up for the 
interest the'Britisff exporter*of gold loses on the shipment, 
which is easily acdounted fon In New Yor!::, when *a 
consignment of gold is sent out, the Ampriean shipper can 
at gRce reccJup himself |jiy selling his J)ill on London, but 
with shipments fro^JJondon to New York the banl^cr is 
unable to do this, since bills in sufficient quantity drawn on 
I America cannot be obtained on the Lon^n majjset; 
consequently, we have to wait fof the '/etarn remittance 
from America before we are in funds again, hence the 
extra charge of 3 per mille for loss of interest. ' 

Our real difficulty in regard to these specie points is, 
that they do not in practice conform, ti the limits which, 
in theory, are assigned to them: between each centtre wef 
often find the rates varying, according to tfle distance 
from London. UnE'f^e the Mint Par, which is invariable 
jas long as \he«*oinage laws of Great Britain amd other 
gold standard countries remain the same, the specie [foints 
are afiected by variations in the cost of freight, insurance, 
packing, and commission, aifi in many cases interest 
has to be takfen into account.. Then, as was evident 
during the Great War; shipping risk and other circumstances 
afiect the gold movements. , ® 

• Apart from these factors, the manner in which the points 
will diverge from the fixed limits practice will often 
depend upon the peculiar advantages within reach of each 
shipper. One consignor, for inst^ce, may have,special 
facilities for padqpg, another majj Jie ofiered conce^ons 
by the Minf.authorities in'the receiving'countiy, wMle a 
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third, sWpper, beiflg able t<» send the gold forward in_ 
lai|er qaantitils .thatf the rest, gets a reddttion in the 
freight, and all or any <6i these concessions Viaterially 
reduce the ultimate rate. Wlien shipping coins, 'too, 
th6^^ mu^t also be considers the alTowance which will, 
have to*,J)e made foL^fll gold pieces worn and imdenfull 
•weight.. * * ^ 

The reader ^will fherefore penceive that it is diiScult 
Jo fix these specie points with absolute precision, and 
although they are theofttically corject,* rVent ,ewnt# 
have demensfrated all too clearly thjt we must not take 
them as defiiytely established. 

We do Slot, hoVever, need war conditions to prove that 
the,limit points ai#only approximately correct; referee* 
to the money article of the daily Twwspapers, or tp the 
weelcly figures given in such papers as th%Ecommist, will 
indicate tH!(t jj]jple vip in»Great Britain generalljamllow 
gold to leave our shores without let or hindrance, other 
nations act in a much mope guarded way. We ;nay 
therefore conclude this chapter with a brief summary of 
the actual condijjons, as far as they are ascertainable, it 
, beii^ understood tlfet the position of t^e foreign exchanges 
during the^war is reserved for discussion at a later stjge. 

England a Free Gold Market. 

ki th#first place, for some time afterT:he war broke out 
m 1914, there was still a free gold market in England. 
Before the war the Bank,of England’s efforts to retain or 
obtain gold were practi«&Uy confined t^ influencing the 
market by variations in the rate of discount, and, occasion¬ 
ally, to outbidding other dealers for the bar gold which 
arrived week by week from South Africa and other centres. 

It is not over-stating,the case to sa^ that our arrangemeifts 
very often app^ed to be in favour of the foreigner, since, 
when exchange rates were against us we larely failed to 
send'gold out of thb country to settle the balance of 
indebtedness against*us; bpt whei^rate% were in our 
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_ favour, great reluctance wat sho^n by other cftitj;es t« 
part with thfe metal in^ settlement Of thejr Indebttdness! 
The e4>ort gold point New York-London, is $4.89 
£i, and as thafe are pr|ctically ilo restrictions on the 
free expdrt of gold’ the metjQ will, as a* general, rule, fend 
to laav,e the United States shortly ^ter that limit i^reached. 
There'was a marked exaingte of thib in the perwd, April* 
to j^ine, 1914. The offieial trade ,stalistics, of the United 
States s£owed that during the month of April import^ 
lexceedfd ex^rfs b^’ some Ij^O, 600,000 (£ 2 , 000 , 000 , tiding 
«5 = £1), and as other forms of remittance were insufficient 
to satisfy America’s foreigu creditors, N^w York was 
obliged to export gold in settlement of 'ner indfebtedness. 

• Otj "burning to France'we find the dutgoing gold pcjnt, 
Paria-:London to befPla. 25-3215 = £1, but when exchange 
reaches that point, or lower, gold leaves France only when 
it suitr. the Bank of France to*let it go. t JjoKf cannof be 
procured from the State Bank by simply presenting notes; 
silver is also legal tender in 'France, and that metal can be 
paid out if it be deemed expedient. G 0 I 4 , prior to the war, 
could be picked up in small lots from outpide sources, such 
as from the railway^, the tourist agencies, etc., but when it 
is p. case of fulfilling large contracts, the exciters are 
dependent upon the ^hims of the Bank of France: if the 
Bank is satisfied with*its reserves, the gold may be forth¬ 
coming : if demmidst are at all heavy, and the fexporiers 
press for gold, a premium is charged, which naturally 
causes a divergence in the specif, point: when for political 
or other reasons!* the authoritife feel it incumbent u^n 
them to maintain their supply, however, the gold will not 
be issued at all. Even before the war it wa^ no unusual 
thing for the exchange to be ih favour of London for days 
without gold reaching 'this country., 

For the week ending ird January, 1914, french exchange 
stood at Fcs.<25'30 = 3 per mille for us, 10th January 
Fes. 25'26i = If per mille for us, knd on 17th Jafluary 
Fes. 25'25 j =, li pd? mille fgr us. 'ih such circumstances 
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dn^ would not^have ei^ctel! goM to leave this country, 
since FfS! 25*121 marks the point at jvhich golj b said to go 
from London to Paris, but on 12th January £100,000 was 
actj'i^ly tsScen frciin^he Bat^iO^Engl^ and shipped to 
Erance., . , 

The German aythoritres used*totadopt even a*s^<Ager 
'poEcy i» regard to ^e ReicM^ank's gold reserves, Eitor 
to the war,*thQir attitucfe was very rigid; what it.will be in 
ihe future remains to be seen. It has alv^j been argued 
that Germany's arrangements closelj* conformed-to’the 
British in*so far as gold ^as attracted by raising the rate 
of discouift, biit when it carfe to parting with the metal, 
many obitacles were placed in the way of <#£porteij, and 
it is^not too much to say thSt gold could rarely be sqpured 
from Berlin whensexchange was agSS^t that city. • 
Reference to the Economist weekly tabl* will show tha| 
each week^ftts* Ja#uar 5 f to Au'gust, 1914, ^ateS* were 
favourable to London. Take a few samples— 

' On 3rd January, the rate, Berlin-London, was M. 28*51} 
= 4| per mille fsr us. 

On January loA • . . M. 20-50 = 3} per mille for us. 

!. „ nth . . 20-50i =2 3} 

„ % 24th . . 20-48} = 3i-\ „ „* 

From February to April the rat^vaqed between } to If 
pef milfe in flvour of London, and’frora May onwards^t 
went steadily against Berlin, but needless to say, there 
was no question of gold coming to London, and,although 
tjje outgoing specie poid?, Londoh-Qerlia, was never once 
reached in the period nimed, yet a^ood deal of gold found 
its way to Berlin from our shores. Even when rates were 
actually against Berlin gofd left England. On 28th ^d 
29th July, 1914, the quotation was^m. 53-55 pf. and 20 m. 
55-70 pf. respectively: in sovereigns alone £^7,000^ were 
taken from the Bank of England " for fhe Continent ’’ 
on tlie dates named,*and as gold coijj was also withdrawn 
for other EuPopeaq centres on the sanjy daj^ for the 
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. destination stated, therd is do dovfbt tfie portion tlescribed 
as " for the*Continen4" went to GIrmany. 

The Reichsbank always gaVfe liberal facilities to gold 
importers. For instancy ijredit wastofjen given in Berlin 

• for gold* that had onljf reSched Hamburg, whi(;h meant^.a 
gaifi ^ tatetest to the iirfporter. ^"I^n^the German bank 
ajfiigts in London were'givqp'severalMays’ credit io enable' 
them to^pay a hjgher price for ^ar gold,thah would be 
pbssjble if the exchange rates were strictly followed. , 

* It iiby worlcing on these aftiScial levels that Continent^ 
nations protect or increase their gold reserve, tis the case 
may be; as a rrault we are*tonstantly puzzled to discover 
whatj constitutes the real specie points* and dntil some 

' per^lpn is clever enough fO defise a remedy, all we can do is 
to t£&e the averag#^ approximately oertain and leave it 
,at that, » 

A^fega|;ds England,* the position, in tl^f,^ai1y war years 

is rather difRcult to follow or to define. There was no 

« 

actual prohibition on gold ^exports; the real trouble lay ‘ 
ill the marine risk. No one was keen to carry gold, and 
it could not be insured except at prohibj/ive rates. How¬ 
ever, by the end pf 1916, imports 6f gold were found. 
possible, but the metal was sold under contj;#ct to the 
‘Bank of England. J[n July, 1919, an arrangement was 
concluded between tli?! Bank of England and tlie Union 
Government of South Africa, by which niembefs of*the 
Transvaal Chamber of Mines were able to ship their gold 
under cpnsignment to the Banjc of England. Later, in 
1920, the Bank of, Englarid had aM.hority from the Treasmy 
to issue licences for thp,re-export cff gold at any time within 
five weeks from date of its arrival in England.. The export 
of gold from England is now‘governed by the provisions 
of the Gold and Silver (Export Control, Etc.) Act, 193). 
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FOREIGN EKCflANGE ”«a|U6TATIQI^fe, AND ’^HE 
" COt»|J OF EXCHANGE " 

'lN4his (iiapter we propose to explain a part—a verysm^l 
part—of thife matter fealt with bsithat redoubtable pefwn, 
Jhe City Editor. « * * 

In previous editions of* this work ye a det'ailed* 
descriptio* ol ruling rates of exchange, and as many 
correspondent! report thJt 4hey have found the rates 
extraordinarily uSeful, not only for comparative purposes, 
but 3. record and an aid to th* study of tSe exch&ages, 
the writer is constrained to retain pages in que|tion. 
To suit the convenience of those who Require to pay 
attrition i1>Lj ^p ent-dav aates he has, however, ^ded 
information on post-war exchanges in Chapter XXIV. 
In studying the pages in the«presenf chapter, the re.ader 
will therefore plqpe remember that the quotations were 
tliose of July, lgl4, and that many changes have come 
> about as the result'of the war. ^ 

Prior to the awful European tragedy our newspapers 
used to give a daily list headed, “^Foreign Exchanges,” 
and this table of rates was suppleHiented tyice a week— 
on^Wedflesdajfe and Fridays—by a sscdlld table, called the 
"Course of Exchange.” The latter record of rates was 
discontinued in February^ 1921, thougH some newspapers 
still occasionally give a’list of "rates qpder “ Course of 
Exchange ”; nowaday#, it represent quotations, gleaned 
from varioug banks and brokers, at which bills of exchange, 
drawn on foreign centres. Have changed hands. In 1923, 
however, there is no official Coursdof Exchange list issuSd, 
but we shall ijfer to the pre-war table at a later stage. 
The foreign exchange table still appears tdaily, and the 
quofations in it still’seem to be regarded by the average 
man somewhat in (Mb same .way as ftie smjll boy regards 
• 41 
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the signs of the Zodiac-^they" are” incomprftieijsiblff. 
However, there need be no mysteif about" the rate,s if\he 
principles'upon which they are based are systematically 
investigated ; ’an^ in th^ hpM that fiie^^masterfng of tj|iese 
exchange technicalitiesmiaiy lead the student hepceforth ^ 
regtrd th^ Money Article as an ^ttjactive feature of Ms 
n^sjiaper, we proceed'upon'anothei^stage in ouisenqulry.' 


Rates &f Exchange. 

' Tfie following is g. specimep- ol the table published daily; 
it is taken from The Times of 17th July, 1914,' anfl generally 

FOREIGN IXCHANGES, ° 


Paris—cheque 
' „ liank Rate . 

„ Market Discount 

Brussels—cheque , 
Berlin—sight. 

„ ^'daya 
„ Bank Rate 

„ Market Discount 

Viennao-sight 
Amsterdam—sight 
Italy—sight . 

Switzerland—sight 
Madrid—sight 
Lisbon—sight 
Petro^ad—3 months 
o sight 

Christiania 
Copenhagen . 

Stoskholm 
Bombay T.T. 

Calcutta T.T. 

Hong-Kong T.T. 

Shanghai T.C. 

Singapore T.T. 

Yokohama T.T. 
Alexandria . 

•Rio de Janeiro, 90 days 
‘Valparaiso, 90 „ 
‘Bueaas Aires, 90 ., 

‘Montevideo, 90 „ 
New York—Cable transfers 


2.Sf. 165017} c. 
r '' 

2 }% 

2.0 f. 29i-30i c. 
20 m. 49-50 pt. 
20 m. 46j pf. 

4 % 

21 % 

24 kr. 16-18 h. 
120. ll}-12tc. 

25 L. 26-8 c. 

25 f. 18H9ic- 

26 p. 05-15 
46}S-46X<f. 

95 r. 10 k. 

95 r. 75-85 k. 
■tS kr. 23 -26 
ikkr. 23}-26} 
Ll8 kr. 23 -26 
>/33}d. 
l/3i}<f. 

,2/ sti. r, 
213m. 
2/OH » 
'< 97} pi. 

i 47Hd. 

t 

*4-87^} c. 




FraVcs and centimes,to l\ 


^Marks an(^fennig fe £1 


Kronen and heller to ,fl 
Flori||is and cents to ^1 
Lire and centesimi to ^1 
Franas and centimes to £t 
Pesetas and centime}, to £l 
Pence to 1 milreis* 
Roubles andf&peks to £I 

Kroner and ore to ^1 

Kronor •• ,, * * 

Shillings and pence to 1 rup 

i’ doli 
1 tae: 
Uiol 
1 yen 

Piastres to |^1 
Pence to 1 lUlreis 
„ I peso* 

„ 1 peso or dollar {g< 

„ 1 dollar 

Dollars ^nd cents to £1 


‘ These rates are telegraphed on the day»preceding their reSeipt. 

• The rate is now (192^ quoted in pence to one escudo (silver). 

• The rate is noiy (192^) quoted ip pesos to £1. • 
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appesffs *ith two (fther’coluims giving quotations for the 
two ■ previous daVs» Iff a general way, the extm quotations 
are considered necessary I5r the purpose of comparison, 
but as we ^ire not ii|terested just now jp previous rates, 
the ^luiuM in question are feplaoed by one giving some 
explana^on of the jjlilfcncy of»th« respective qountjies, 
•which vi^l perha^Ss Ije more.useful to the beginne^ latil 
he has had*the oppoJtunity to* familiarize himself witlnhe 
daily quotations. * * 

The rates here given aft those in force%i!^the vaHoua 
Bourses foe bifls or cheques on London, and are cabled to 
London fiom^the centre? named each day. With few 
exception# they tepresent the amount of foreign money 
which will be paid <or one sc*/erei|n, and a tiSeful pdiat to 
remdmber in excl^nging sterling isHhat where pricA are 
quoted in foreign money to £1, high ratej are favourable 
to (?reat Bitt^jn^ow rjtes ye unfavourable. For es^plel 
take the first quotation in the table. Here have the 
value of a sovereign in Paris in frants and centimes^and 
if we want to buy a bill in francs with our sovereign, the 
higher the quoted rate, the cheaper will be the bill, while 
, if wf have a stewing bill to sell, the same rule will apply, 
All this mnnds rather like a paradox, and it certainly is 
confusing \t first sight, but a moment’s reflection wil] 
malce the matter quite plain. 

let the reader imagine he is on.tllB market with os« 
sovereign in his hand, and desires to change it for francs: 
obviously the larger number of franc pieces he is able tc 
obtain for his piece of ^Id, the better-off he W1 be ir 
France. Conversely, if> he is in Ldndon and desires tc 
buy French^currency to send to FriSce, the higher the rate 
quoted the more francs he "will obtain for every sovereign 
he puts down. Say, in respons* to an application the 
money change^quotes Fes. 25-16 fer the sovereign, and the 
holder of the latter coin being gifted with strong persuasive 
powfcrs, finally prevails upon him to give Fes. 25-20 for 
the possession, of tbe coveted gold Viece, .it is plain the 
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higher rate is the better o6 the two/for in reieiving 95 
francs, 20 centimes, the receiver has 4 qentimes more tttan 
if he hatf allowed the^ sovereigk to change hands without 
any bargaining., There^is thus no (difference whether one 
is buying francs In Londoh or selling sterling in I%ris; 
tha-higher rate is still the better; o 

,Thl reverse, of course, Js true if we p'ut ourselyes in>tb4 
shots of the Frenchman who is exchanging' francs and 
centime^' for sovereigns; in his case the fewer francs and 
centimes he,'pSys for the pound sterling, the better will be 
the rate; if he give^ only Fes. 25-16 for £1, that is a more 
favourable rate to him thanrFcS. 25-20. However, for the 
moment we are considering ourselves as the debtors buying 
bill? In the' foreign currency, and bearing in mind that 
high 'rates are in ou#i^vour, while low .rates are in favour 
of the foreign (;entre, we can take the rule as applicable to 
‘hll thp rates down to and including that^J(S.(irid. ^ 

But let'us beware of traps, of which this list contains a 
plentiful supply, When we- look at the Lisbon quotation, / 
we find the price given in pence to the Portuguese milreis, ^ 
and to this rate the above-mentioned mnemonic cannot 
apply. We must therefore re-state the rule by revej-sing , 
it, ^and this is how it appears: when rates are .quoted in 
shillings and pence to the foreign units, higlf rates are 
unfavourable, to us, vlow rates are favourable. This, 
again, is easily proved. The Lisbon rate before Uf is, 
46} jd., which will be the requisite number of pence to 
buy 1 milreis; if the quotation were 45d. it would be 
more fa^ourablej since we shoidd then pay only 3s. 9d. 
for each milreis bought, whereas in the first case the selTer 
would charge nearly Sk lid. for the coin. . 

With Petrograd we revert to the former rule, and high 
rates are in our favour, while low rates are against us; 
but there is a peculiarity about the Russian quotation 
which calls forcexplanatioh. 

In Russian exchange, rates are always quoted so many 

* The rate is pow gi^en in penpe per orfe'escudo. 
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A)i]^lts £m4 Kop^s 10 ^lu, so mat ii we wantea to exchange, 
sovereign% for roubles, a^ording io the figure in our 
table, and leaving time oiit of the question, the Russians 
woqjd pay*Rbls. ^5^5 for ;J10, whichj.of course, is only 
anotherjffty of quotiye Rbls. ^-Sf’for £1. 

. The quotation^fo€ Cnristiania, Q)penhagen aitd^tbck- 
hofm shSuld present^o diffichities : in each case the mpie 
of the foreign currency,we can gfit for ^he poun^ sterling, 
the better it is for us; ^ut difficulties qfos^ during the 
war with th^ Scandinavian exchanges* and I4ie reader is* 
referred to Chapter XXI^ ,for a full aecount of the reasons 
for the tr&ubk. * 

When we come ^o the Oriental countries, Jndia, Cluna, 
Japgn and the Straits SettlfeeriU, we find another ^hria- 
tion. All rates are quoted in shSHhgs and pence* and 
indicate the price which will be charged far the local coin 
on the ceii!S*ieame{l: ccJhsequenily the few^ pente we 
pay in England for the foreign unit, t^je more advantageous 
it will be. Then we find Egyft following the more general 
method, and quoting piastres to one sovereign, while nearly 
all the South American centres quote in pence. Finally, 
we get to New York with the famili^ dollar and cents to 
the sterlfl^g. • 

It adds to the beginner’s compl^ty to find that with 
most C|ntres there is what we iSugljt term a " double- 
barrelled ” quotation. Where this'is the case, the price 
represents two limits—buyers and seUers. Look at the 
Paris cheque rate, which»shows that you could ^d buyers 
<jn the Bourse at Fcs.*2S'16J, and, sellers at Fes. 25'17i 
for a cheque drawn onlLondon, pggable there immediately 
the British* creditor receives it from the debtor in France. 
As there is a difference of f centime between the two rates, 
it IS apparent that the ultimate price at which deahnp 
are settled wifi depend upon the extent of the operations 
amj the amount of bargaining that takes'place: demand 
and supply, and^& the factors governing other com¬ 
modities will Come yito play* In the abse^e of demand, or 
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if there b a plentiful st^plf of biUs, {he sellers VilJ soofl 
be glad to leS them go^at the lower fate, while if supply 
b less thin the demand, the pksons seeking to remit will 
confpete to buy tt^e bilb«and the higlie^ price ^ be paid. 
Thb beirs out the cofltedtion upon which we tove laid 
stress, that the price of debts is'lubject to the same in- 
fleences as those goveniing jihe price of other commodities.' 

It seems hardly necessary to fid<i in regard to these 
rates, that if you are a buyer of sterling, naturally yon 
want to give as few francs,and centimes, or marks and 
pfennigs as possible.for £1, and if you happen'to be the 
seller of sterling, it is to youf interest to obtain as many of 
the local coip as possible for every sover^gn sold. 

Scjne people say that, the double quotation in the table 
indicates the variatJwi in rates between bank bills and 
mercantile paper; but this is not so, and the error arises 
irom "Confusing the ratefe quotedrin the " f Qiji,^tehanges " 
table with those given in the bi-weekly "course of 
exchange." The only mearAng which can be read into a 
rate, such as the Paris cheque, in the “ foreign exchange ” 
quotations, is, that on the day on which it was current, 
the price of a cheaue in Paris, dravta on London, rwas 
Fcsc25-16} to Fes. 25‘17i, the extent of the margia between 
the two quotations depending upon the volume of the 
operations, and whether buyers or sellers are in the 
nmjority. ' o . - 

There is a variation in the rates quoted by Berlin. 
First we have the' “ sight" quotation, which of course is 
only another way of giving the •'“cheque" rate. To ^ 
intents and purposes the cheque knd sight rates are the 
same: the sight draft b payable immediately at sight, 
and the cheque is payable od demand, consequently it 

m&es no Merence to the creditor which form of 

( 

remittance he receives. c 

Berlin also quotes an eight days’ rate, which means we 
have to make an allowance for the tirfie in the price. "We 
can sell a sight 4raft 6i Berlin ijrawn oh London for Mks. 20 
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4gpf.,lmtMLndgh't days’ sight d*Jt will return us only Mks.20 
46JT)f!, b^ause the person to whom it is sent «s under the 
necessity of presenting it fors&cceptariCe, and after the bill is 
accepted hejiasto wait eleven daj^ before he can obtaintiis - 
monly, the extra thfee days beftiggranted’to the acceptor of 
tBe bill iil^ccordance wttfeithe provisipns of Section,14, sub¬ 
section l^of our BBls'pf Exchitngje Act. The differefcce in 
the rate, SJ pfennigs, tepresents^thg interest on the defei'ied 
payment, and this difference varies in actordance Vith the 
l^al rates of interest in thfe centre upon the bill is < 
drawn. Tfee fewer the rate 8f interest, the more marks 
and pfennip will go to thefpcjind sterling. 

Vienna.,Amsteidam, Italy, Switzerland, Madrid and 
Lisbon, all quote the sight i^te,,but Petrogfad, as •if to 
relief the monotony, has two rates,‘sialit and three moAhs. 
The sight quotation is Rbls. 95-75 k. to £1(^ but the price 
for aniiree m^{^s’ bill^s gii^en at Rbls. 95' 10 k., or qoarly • 
two-thirds of afSuble less, the difference being tSe interest 
, allowed to the buyer for the .time the money is in the 
hands of the sellers before the draft is paid. ' 

The Scandinavian rates call for no comment: they are 
.all sight rates. * * 

Some d^culty may be experienced ^hen we get to the 
Eastern rates. We have six centres 'all quoting T?T. 
rates, i.e. the prices for telegrapt-Jc transfers. These* 
ratqj are*cabled daily to the offices qf ^le viious Indian 
and Eastern banks, from which the Press gets the 
quotations which we see published. • 

The quotations all mejn the sterling selling ifites for 
rupees, dollars, taels, eto, for homeward' remittances by 
wire. If a man in Yokohama, forBhstance, owes a debt 
to a merchant here, and the.T.T. rate is 1 yen = 2s., then 
for every yen paid to the Bank in»Yokohama, &. will l»e 
paid to the creditor in London Ss soon as the Bank’s 
London branch ^as received and decoded Jhe cable. 

No«time is specified for piastres in Alexandria, but the 
quotation is foi; sight*drafts. 
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The four South AmedcarfquotitionS are for Mls^drawn 
at ninety dhys’ sight, and they dU show the ntmib^r of 
pence to be calculate as theVquivalent of the respective 
cufrency units in, the c^tres named when it is a question 
of sending the bills payable ninety-three days„after sig^t, 
the additional days being the "’’davs of eracei’ allowed 
b^ British law. 

the New York quotation is fqr cable tranifers, which, 
as the reader will no doubt perceive, are merely the Americfpi 
equivalent .'foV telegraphic ^ transfers, and expresses the 
number of dollars and cents which will be charged for each 
sovereign payable in Londen on receipt of. the cablegram 
from New York. ' 

As a matter of fact. New York rates'are usually honoured 
with a special tablprto themselves. Ofiring to New York’s 
^ lying so far west, there is a difference in time of about 
five»houis—^it is noon‘in Lona’on when i^ja^’a.m. in New 
York; consequently the work of the City editor of the great 
dailies is well advanced and most of the other financial'' 
matter has been arranged and printed before the New 
York rates are received, which necessitates their being 
rushed into a sepafate page at the last available mqpient. 

(.The importance of all New York quotationa renders it 
imperative to give tlje very latest rates, and in this respect 
they differ from the South American rates, which, although 
‘appearing in our hst on Friday, 16th July, 5914, •tyiere really 
the prices current on the various markets on the previous 
Wednesday evefiing; they wpre thus a day old when 
receiveil. New._York qnotatioriS' are those for the previous 
evening. " <• 

The following may‘be taken as a specimen of the table 
of New York rates appearing before the war— 

' Previoui 

' To-day. day. 

Exchange on London—sight . . 4-88-30 4-88-20 

» “ „ cable transfers , 4-88-05 4-88-SO 

» „ 60 days’ sight 4-86-10 4-80* 

Berlin-short sight- 95*-* 95* 

e Pans „ „ . . S-lSf 5-15^* 
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• The "'sight ”, exchange is Clearly the dollars and cents. 
to ^he pcJund sterling, payable at s^ht in London on pre¬ 
sentation of the bill by the receiver to the person or bank 
upop which it is ^rwn. Tjje cable transfer rate, as we 
Ijave seeji, js the selling^rice in*NeW York for the sterling ■ 
equivalent to be j)aM m London aS soon as the*n*Msage 
"has been flashed ac)|8ss the ^yiI^BS to the paying banjMr. 
The sixty (iayg’ sight quotation "indicates that ^fhe draft 
ig not payable in London m sterling until gixjy-three 4Ays^ 
afteijhe draft has been rec^ved, presented and accepted 
for paymAit. , • 

The cable Remittance coflirhands the highest price 
because it is for prompt payment; in th^ sixty .days’ 
sight rate we have made an aBowSpce for interest, therefore 
it is sold at the lowest price. » 

The Berlin short sight rate, and the Riris short sighj 
rate, call for'Htyy explinatiln. In each case " sj^ort sfght ” 
means that a draft is payable eight days after sight, and 
the Berlin quotation—^95i“i, Shows the number of oents 
which will be giv#n in New York for a bill for 4 marks, 
payable in Berliji. The Paris rate—5-15J, means that 
• 1 dcjlar in New York is exchanged fo# Fes. 5-15| payable 
in Paris. • 

Sl^rt and (iong Exchanges. . 

Before leaving this table it may be well to refer to the 
three months’ rate, to which we have as yet mat^e only a 
passing reference. This iJrings uS to,a part of the list we 
have left unexplained:' we refer ,tp the bank rate and 
market rate of discount. 

Rates like the Paris cheque and the Berlin sight, we 
called the "short exchange,” wlple the three months’ 
rate, as quoted ip Petrograd, is termed the " long exchange,” 
and the rates of discount enable us to trace how the quota¬ 
tions’ are arrived at. ’Given the shor^ rate, we can always 
find the long rate, a’^d vice vfrsa. To* work* these out, we 

5—( 15 a!) 
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may imagine we are on tne i'ans market;, ii we isaye to 
remit from France to,settle a debt in England, Sind decide 
to,send a cheque, we will pay, say Fes. 25'1675 for every 
sovereign, or clai^p to as sovereign, the Paris Banker ,sells: 
by remitting this cheque we pljqe in the hoiids of the 
Bnti?h‘creditor the {lower to obtain'ptavment fot the debt 
at pnee, but suppose we'elect to seifd him a three months’ 
bill, what governs the'price we^must pay for it ? It is 
plain that t,he, creditor will be obliged to wait three months 
before he dan cash the draft; consequently, we are bound 
to put him in such 'a piosition tjiat he will not lose over the 
transaction: in a word, we shall require tfroifi the Paris 
seller of exehange a draft including tljp additional number 
of i'ancs that will reewfipenie the creditor for the time he 
is out of his money.' As the Paris deider gets the money 
^ three months Ijefore his correspondent in London has to 
pay® the hill, in purchasing three'I'nonthF^aper, or long 
exchange, we get it, at a lower price than that paid for the 
cheque or short exchange." 

In the case of Paris, however, our tab'e does not give the 
long rate, so, assuming we are buying bank paper, we 
calculate the rate rn the following way. ” 

The short exchange, Paris on London for bknk paper 
‘ we see from our table is given as £1 = Fes. 25-1675. Now 
for a bill payablf three months from the date of issue, 
l6th July, we must JJay the cheque rate, less three months’ 
interest, and as we are dealing with bank paper, we take 
the market rate of discount ruling on the centre upon 
which the bill is drawn—Lond&n, which on the day in 
question was 2J {lei; cent. Over and above this charge 
we have to make an allowance for stamp duty on the bill, 
v^hich will usually be about half pei mille, and in many 
cases we also add a small amount for contingencies—the 
compensation allowed to the buyer of atbill for the risk 
he takes on the signatures of the drawer, acceptor and 
sometimes endorser^ of the bill. From these details we 
can now set ojit our calculation— , 
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^hor4 Ex_. .25*1675 

Im 39 ionths^in^erest*@ 2 J%perann. *1337 * 

„ allowance for contingejftcies . •'0161 
„ French stamp duty i per mille . *0125 ^ 

g " *1623 

Fes. 25*0052 - 

the long exchange, Paris *08 London.* • 

As regirejs the aqfiount cfiar|eable for contingency, 
this usually varies (it may be one’per mille, or even less), 
aabankers will frequently cut rates if they ar«Jc«en on duing , 
business.' Sonjetimes the charge is omtttcd altogether. 

We see, then, that when .drawing frdm the foreign city, 
the three Aonths’^rate on London is calculated from the 
short exchange, less jnterest at 2J per cent. per»annumi, pur 
market rate on the date the business isjjpne, plus cost of the 
bill stamp and ofteif a small consideration for contingentics. 
Similjirly, if we have a three months’ rate, Ve can alrvays. 
find the shoi^ i'xhan/e b^ adding instead of deducting 
three months’ interest at market rate.. 

Longer usance can be calculated in the same way, but 
with this difference. If it is desired to find the cost of a 
four months’ or sixenonths’ bill, we calculate the interest for 
"the period at a rate slightly in excess of <he bank rate ruling 
in the cen.-’j upon which the biU is drawn, and in all case^it 
will appear that the longer the period^al payment of the bill 
is deferred, the cheaper will be the jitice td the person 
purfhasing it with British sovereigns in the foreign market. 

Bank Rate, as is well known, is usually higher than 
market rate; therefore if cfdinary trade bills are remitted 
from Paris, to find the^long exchange, interest will be 
calculated at our Bank Rate, as..trade paper is not 
considered such a good security as bank paper. 

The student may all this time be pondering why we tahe 
the rates of discount ruling in the country upon which the 
bill is drawn, inSead of the rates quoted in the country 
of origin. The reason is, that the person to whom the 
remittance is sent m^ desire to tum^the bill into cash 
by getting it discounjed, and> the rate whkfi the banker 
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or broker would charge him is the one iii existence, on his 
own market; conseguently, if the holder of the„bill sells 
it under discount he is presumed to be in exactly the same 
position as he would hav^been had ^ we remitted jsim a 
cheque or sight draft'from Paris, pr whateves the foreign 
centre 'is. 

«The reverse operation, rimVing onfaris from Lt-ndon; will 
be shovfji after w§ have discussed the "Course of Exchange.” 

Cd'urse 0! Exchange. 

The second table in whicn we are interesied is known to 
the newspaper world as the " Course of Exchange " ; in 
banking parlance it is called the " On ^2ha^ge Table." 
This, as w? mentioned earlier in the 'chapter, is published 
twite a week, and,'j-sed to appeal- in the newspapers every 
Wednesday and Friday. The rates quoted were those in 
force on the preceding day /n Lpndon. Every TiTosday 
and Thrffsday various foreign exchangc*acalers, bankers, 
brokers and financiers used to meet within the hallowed pre-. 
cincts of the Royal Exchange, and their dealings in bills 
took place on the ground floor in the spacious hall which 
City workers have come to regard as.tfie sacred domain of 
the five-shillings-a%eek office boys, who, faffing any other 
shelter, resort to the Exchange to eat the more or less 
frugal lunch which* thoughtful mothers insist upon their 
, carr)ung to the Cicy each day. Practically the only paper 
which meets the eye of the general public is the newspaper 
wrappings of the mysterious ’parcels which daily emerge 
from tile pockets of these diramutive City urchins. 

The On ’Change'Table, to call it by its vulgar name, 
gave the prices at '■ft'hich bills on the various countries 
had changed hands, and immediately the bargains were 
fecorded, the list was drawn up and issued to the Press, 
to be published the n&t day.^ 

* In Febrnai;v, 1921, it was decided to discontinue the bi-weekly 
meetings On ’Change. Business in bills has become more and 
more a matter of bar^ning [over the telephone, and with all the 
joint stock banks nop conducting foreign exchange operations it 
was considered jthat these meetings were po longer necessary. 
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•In cjse^he reade^ma;^ Wonder Why the London quota¬ 
tion! weremot more frequently issued, we may*at once say 
that London, being the international monetary centre of 
the world, has very^mlny more biJJs dra\yn upon her thikn 
she dtaws qn other countries; Consequently, the Arsons 
interested in these " wetched, •crinkled, scrawUd-over, 
Blotchy, frowsy pieces, of pape^,”,^ are concerned in a far 
greater degree with the jates quoted in foreign cities than 
tljfy are with those settled in London. 

The table which follows is^so takep from’r^e Times 
of I7th Ju^, 1914. The original list ^appeared with two 
additional coluyms of quotations, recorded at the previous 
meeting of*the foi^ign exchange coterie, namely, Tuesday, 
14th July, 1914, tlTe latter feeing^ given for purpose|’ of 
comparison, as witljthe “ Foreign ExiSianges ” ; but Jiere 
again we give in substitution of the earlier rates, a brief 
note explaini/^ the mdininj of the*rates quoted. » • * 

There are one or two peculiarities about this tal)le which 
call for attention. In the firsb place, *we have the Dpjch 
rate quoted in flojins and stivers to the pound sterling, 
instead of in fiorips and cents, as in the “ Foreign Ex- 
•changes.” The writer knows of no jreason why we in 
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Thdrsdav, i6th July, 1^4. 

Amsterdam, etc.,—cheques 
M ^ 3 months 

Aottqirp and Brussels* 

Hamburg . . , 

Berlin, etc. 

Paris— cheques . 

„ 3 mouths 

MiseiUps—3 months 
Switzerland—3 mouths 
Austria „ ... 

Petrograd and Moscow—3 months 
Genoa—3 months . 

New York—60 days 
Madrid—3 months 
Lisbon „ 

Oporto „ 

Copenhagen—3 months 
Oiristiaaia „ 

Stockholm ,, 



Filins and stivers to £1^ 

Francs and centimes '* • 
Marks and pfennigs 


Francs and centimes 


Kronen and Iteller 
Pence to x rouble 
Lue and centesimi to £t 
P ence to |i 

M 5 pesetas* 

„ X milreis* 

tt „ es 

K^oer and c^e to £i 
Kronor !! !! 


' Mr. Lloyd George’s name for them. 

* l^te (1923) is in florflis and cents. 

* Rate (1923) is in peg^as and centimes lJi/l. 
‘ Rate (1923) is*in pence to 1 e-icudo. 
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( 

London continue to qtote* Amsterdatn in this'way; ty 
quoting the fractions in stivers, we ate years behind" the 
times. However, apart from 'the awkwardness of having 
a different quotation in JJolland, theje is no dificulty about 
the matter; it H simply a* question of remembering that 
with the London rate on Amstertlim 20 stivers,*go to the 
florin, while with Amstefdam on London, 100 cents equiil 
1 florin: the stiver is therefore wortli 5 cents. * 

The rates for tetrograd and Moscow, it will be noticed, 
are' given ih "{ience to 1 rouble, while for New York the 
quotation is in pepce to one American dollan* Then we 
have the Madrid rate in penbe to 5 pesetas,, instead of 
pesetas to H sterling as in our former Dst. » 

With eaim country it wiU be seen’’ we have two rates 
given, both with the quotations for ch/^ques and those for 
three months’, bills. Unlike the prices in the ‘‘ Foreign 
' Exohanges" list, the rates igivefi in tljF- “ Course of 
ExchangS” for the long exchange, indicate the current 
quotations for two'different classes of paper. Where the 
quotations are in foreign units to the^ pound sterling, as 
francs to £1, the first rate will be the^ price of first-class 
bank paper, the second that charged for the orijinary. 
trjide or commercial bills. To take the first on our list— 
, Amsterdam, FI. 12.4f. is the price at whiiSh bankers’ 
bills can be_ bought.' *' We get only FI. 12.4| stivers for 
«ne sovereign, but 'if we are content with* the commercial 
bill, we can procure FI. 12.5J stivers for the same amount of 
British currency. ‘ As we thus get a higher rate for the latter 
class of paper, we see that it is theaper, and the cheapness 
'lies in the fact that' it is inferiorito the bank paper. 

So much for the long exchange. The reason for two 
quotations being given for th< short exchange is due to the 
f$ct that the rates include all bills within ten days of their 
maturity, hence, drafts which have an 5 dhiDg up to ten days 
to run are of Jess value than the cheque or sight bill, which 

^ The arcliaic method has now (1923)^ been dropped and all 
up-to-date dealers qutite in florips and cents to*;^l. 
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ij due on#demand: .the shght^ojjirance for interest causes 
th»dit[erence between cheques and the drafts qpt quite due. ■ 
It milst not be fbigotten.that in the Course of Exchange 
we are opejating froyi London, and not from the foreign 
cenfte, which has fftr effect that Jlfe rates’for the lopg-dated 
paper art higher than»those for Jhe short exchange: that 
•is Jo sa;^, we obtaiif for each sovereign more fldrin? and 
stivers, francs and •centimes,* iharks and pfennigs, etc., 
when buying bills paydble three* months hence,, than we 
Jb when bu)dng cheques* or short-dateA .paper payable, 
practicallij on demand. • • 

When scanning the Course of Exchange one other point 
has to bejjonfe io mind, that is, with rates quoted so many 
pence to the foreign currencij unit, the positicft is re\;ersed. 
With Petrograd, for instance, where ye have pence tb the 
rouble, the first qu'htation, 24Jd., is the lower rate andss the 
pri* for commercial jiape^ but the secorifi rate, 24|d., ^ 
the higher price quoted for bank paper. Hronf these 
explanations, it is easy to see that whnn London quotations 
are in the foreign currency tlhey are cheaper when "they 
rise, and dearer iffhen they fall: but when we quote rates 
in sterling, suclf 3 s pence to roubles, pence to dollars, 
pence to milreis, etc., they are cheaper to us when they fall 
and dearer when they rise. • 

In examining the " Foreign Exchange " list, we saw ho\^ 
tc^calcujate tlje long exchange in Parii; to mtike the matter 
quite clear, we will work out one or two examples from tlie 
Course of Exchange. , 

In practice, the pers,(|h who receives a threa months’ 
bill will not keep it loqger than he wean help, but will get 
a banker to buy the biff, that is, discount it for him, and 
the rate at which the ban|fer discounts the two classes of 
paper quoted in our table, accounts for the difierenr^ in 
price between a bank biU and a* commercial bill. Bank 
paper is alwai^ discounted at a finer rate than trade paper; 
in .times of monetary stringency or poh'tical upheavals, 
it is obviously bettgr to hold the femer class of security. 
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Most dealers in discoimtii^ a- trade bill estihiate the 
standing of the parties to the instrument not to be so gbod 
as that of a first-class'banker; aonsequently a price will be 
charged to cover the discounter for the increaeed risk. 

Let us take the'Pariji lon^exchange \three months)*and 
en(}eavour to see how, it works oift.‘ ' 

Thd rate for bank paper, J,ondon on'Paris, is,given. as* 
Fes. 25'3625, On referyng back to the foreign exchange 
list we see that Palris quotes its market rate at 2| per cent.; 

. therefore we miist take three inonths’ interest at 2J per 
cent., and we get t'he following simple calculation. 


Lotg Exchange . . = Fcr. 25-3625 

Less 3 months' interest at 2f per annum < . * , -1743 


Less allowance for gtanlps, etc. 


25-1882 

-0130 


Fes. 25-1752 

—..fi.ii 

. , r 

This may be taken to show that if the person to whom we 

send a three months’* bank bill on Paris gets it discounted, 
he will obtain practically the same amount as if we had 
sent him a cheque or a bill with only a few da)fs to run. 

Now let us calculate the rate for deding in commercial 
paper. 

The quotation in our table for commercial biKs was— 

Long Exchange . ... £1 = Fes. 25-4125 

If our 'creditqs.-in fans sells this bill, he, i 
will be charged dhicount at the Bank Rate ' 

in France, viz.— 

3}% per anpum for 3 months . . -2223 


• - Fes. 25-1902 

Less Charges for Stamps, etc. -0130 


Fes. 25-1772 


By comparing the outturn of these two bills, it will be seen 
that the buyer of bank 'paper is charged very little more 
for the extra security he obtains, although in times of 
stress the difference between the two .quotations will tend 
to be greater. 



CHAPTER VI 

CONTINUES THE* Discussion jCAt^ LONG AND SHORT 
exchange, ANa«HOWS HPW/'TEL QUEL " 

RAT«S ARE CALCULATED 

. 

It will be useful in this chapter if we summarize the rules 
for calculating long and short exchange, ^ ^ , 

When dealing ip London, tl^e long exchange can always 
be calculated where the cheque rate or short exchange is 
given. To th^ short rate we add three months’ int&est 
at the discount rsfte ruling on the centre upo^ which the 
bill is drawn, i.e. thS market tateijr bank rate, acconjing 
to the class of pap^r we are buying of selling as the f ase 
may be; to this we add one-half per mille for foreign^ 
stamp, and, v^iere necissary, a small amount by \mf of 
insurance on the joint security of the parties to the bill, 
acceptor, drawer, and endorsers, if any. . 

Where the thre^ months’ rate is given in the London 
Course of Exchangj, the short exchange may be found by 
deducting the above-lnentioned charge^from the long rate 
instead of «dding. • 

When we* are operating from the |preign centre, Paris, • 
for instance, we find the long rate ^ deducting from the 
sight rate* the ttiree months’ interest,* at London market* 
rate of discount for bank paper, and at the Bank of Eng¬ 
land rate for commercial paper. "The stam'p duty and other 
small charges are, of coursd, also deducted. 

Conversely, if the shorPrate, Paris on London, were not 
quoted, it could easily be found l)y adding the three 
months’ interest and charged to the long rate. 

Then we come to the rates whiclf might be termed the 
"Bridge of Assjs’’ in the foreign exchanges—the rates 
quoted in pence. These rates seem to be an everlasting 
source of trouble to p^ple who are noj| accustomed to the 
mental gymnastics ts^iich are part ifhd parcel of the 



58, FOREIGN EXCHANGE AND FOREIGN'bULS 

< t 

exchange dealer’s training. A * littb explanrtion will 

make matters clearer. ' ’ 

• « 

Suppose we are ojferating fiwm Lisbon on London, and 
the short rate is 47d. to one milreis, to obtmn the long 
exchange we work rjttW'difierentl/ from the method 
shown jn our other rides. Let theTeader imagine he is in 
Lisbo'h and desires to remit ^o London. 'It is apparent that 
he will want more penqe for each milreis he hanSs over to 
the seller when if is a question of *a three months’ bill, than 
if .lie buys a remittance payable on demand. To get the 
long rate, then, we must add the charges to the short rate 
insL'ad of deducting them, as we did when drawing from 
Paris on London. ■ 

The rules regarding market rate of discount and Bank 
kate remain the same. 

Example— 

Sight Rate.» 47d. 

' Flus 3 months’ Interest @ 3% — ^ ' 

our Market Rate .... « *35 

. ss 47*35 pence 

which, obviously, is equivalent to statfng that we pay less 
for the bill at three months. 

jWhen drawing'from London on Lisbon, as rat^ are 
also quoted in pence to 1 milreis, the calculation is based 
on the same argument, and the buyer in London who has 
.to remit, say 100 milreis to Lisbon, will oay fewer pence 
for a three months’ bill than he would were it necessary 
to send a sight bill. Thus, it is plain, that to get the sight 
rate he would add charges to*the long rate, for he must 
pay more pence for a bill whieh enables his creditor in 
Portugal to obtain i,he money on arrival, than if that 
creditor had to wait three months for his money. 

' Example— 

In drawing from London, we may take the 

3 months’ rate on Lisbon for trade biHj as ■= 46ii. 

Add 3 months' Interest at Lisbon Bank Rate, 
say, 5% = -57 


= 46'57 pence 
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approxinfately 46Jd*., wWA will the sight rate on Lisbon, 
sh<twing_ that we jjay more for this bill than for the draft 
at long exchange rate. • * 

Finally, with all centres there i^ the question of the “bill 
which has less than three months to»run,*and the one which 
has mor^than three ^mJnths to fun.« 

To talje the latler^case first. ^ the term exceeds’’three 
months, it is custom^y ^or the seller of the bill to reduce 
the price by allowing the buyer a rate of interest in excess 
of the foreign Bank Rate. * For examp]e, ff*tfie short rate" 
on Berlin were Mks. 20-50, tM German Bank Rate 3 per 
cent., and. the^ period for Vhich the bill were drawlTfour 
months, the sdlef of such a draft in London, ij^ calculating 
long exchange, wotld probably .take the Bank Rate jit 
3iV per cent, or 3^ per cent., that is ft) say, in adding the 
charges on to the short rate, he wouli calculate four 
morilhs’ interest at 3i> percent.—6 J per cent., instead of 
3 per cent, per annum. * 

In the former case, suppose one month of the period on 
a three months’ bill has already elapsed, some allowance 
for the bill, whic^ is now due in two months’ time, must 
be ipade to the seller, who will proiqptly fix the matter 
by charg=ng the buyer interest for one month at Bank 
Rate, or thereabouts. 

The following examples will eicplain thg method of 
reasoning— • ^ 

We have a 3 months’ bill on Berlin for Mks. 1,500: 

Bank Rate in Berlin, according to our Foreign 

Exchange list, is 4%: to^e . . . M. 1,500 

One month's Interest at 4% must be added * 5 

which makes the bill . * . . . M. 1,505 

M. 1,505 igl exchai^e of M. 20-63 = £72-952 

which would be the cost of the bii; for M. 1,500 drawn.cn 
Berlin, 

“Tel Quel’^ 

But we have another way of arriving at the same result 
for a bill such as this? There is no prite quoted for a two 
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months’ bill, so we make w&at Is'called ^ td qml, pr ntft 
rate. How 'the expression has crept- into oul" .market 
jargon it is hard to say: some'brokers hold that the term 
should be tale quak, a corruption of Latin'talis q^lis, 

meaning unchang^, or,'as we understand it, that the actual 
rat^ of the bill is not Effected, and in,view of the'fact that 
the original exchange of* the three jmonths’ bill is 'not' 
altered, the h 5 rpothesis Would seerp to be justified. 

Tfie tel quel^ quotation is adjusted in the following 
manner— , 

On the basis of our previous calculation, take interest 
at 4 per cent, per annum for one month J -per cent.; 
one-third po' cent, on M. 20-63 = -0687^, and the rate can 
noW(be shown as— ' 

“ M. 20-63 
Minus -06876 

= M. 20-^12 * 


which is the td quel rate for M. 1,500, and taking M. 1,500 
at M. 20-5612 we find the answer to bp £72-952, which is 
precisely the same result as for the othpr calculation. 

We have now invfistigated very thoroughly the principal 
market quotations for bills, and henceforth the student 
-should have no gre^t difficulty in regard to'the actual 
rates, but before biiiiging this chapter to a close, it is 
fitting that we shoiid complete our survey of tPe money 
article as far as it affects the foreign exchanges. 

In The Times of 17th July, 1,914, the City Editor made 
a few comments on the exchafiges, and it may be of 
interest to us to examine the rates to which his remarks 

I't- 

applied. He says— 

^ "Following an, advance* in the Rio exchange to 
15Hd., Brazilian bopds were a good market." 

Then later— 

“ On ’Change the rate for bills on Germany moved 
against this counfiy. Italian cu/rency improved, and 
Spanish andi Pottuguese depreciated slightly in value. 
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* Paas cheques w^e des3t in at 25 f. HJc. to 25f. 18 c.;. 

and GeJman cheques at 20 m. 49 pt to 20 m. 51 pf.” 

Now what does all this mean ? 

TJie first Item of news refer^to the fact,that Rio exchange 
had advanced one-sixjqf nth of a p^nny over the quotation 
for the preceding day: in other words, the seller Of inilreis 
in Rio dt! Janeiro could get I5Jd. for a ninety days’ sight 
bill on the 15th July, but by waiting until the 16th he was 
able to obtain 15i«d. for gach milreis ; fiyjl^pr, the pros¬ 
pects of a steadier exchange, encouraged dealing on the 
stock markets in Brazilian bonds. The prospectiv^ssue 
of a loan on the British market also strengthened exchange, 
since the Sealers wgre aware that the effect of/the flotation 
of a loan on the London mkrkeU would be to turn 'rates 
against London. » 

By a reference to the Course of Exchange on page 5f 
it is easy to see that tJie value of the mark on tt(e London 
market had declined from IMm. 64pf. on 14th July, to 
20 m. 63 pf. on 16th July. This means that fewer marks 
and pfennigs wese procurable for one sovereign on the 
latter date, and the rate is consequently unfavourable to 
the buyer of mark tills; moreover, th« quotation tends to 
drive hi 'iie the lesson we have been trying to convey, 
that with rates quoted in the foreign currency they artf 
moving against this country when^h^y recede. 

The commehts on the Italian, Sp&ish and Portuguese 
currency may well call forth the remark that " in foreign 
exchange rates by sweet aontraries go." By saying that 
Italian currency has inyroved, the,writer of the Money 
Article means to convey to us tjij^t the rate has gone 
against London, for the three months' rate on Genoa has 
dropped IJ centesimi since the jurevious meeting of^he 
exchange dealers, i.e. from 25 Lr«57ic. to 25Lr. Sdjc.: 
on the other band, “ depreciation" in the case of the 
Spanish and Portuguese quotations is taUen to indicate 
that those rates have moved in our favour—only slightly 
on this particulkr occasion as Jt happens, ^^s we have seen, 
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these rates ^ire given in pence to the pesetas and Ini'reis 
respectively, Madrid- on the 16th July being' quoted 
4 S7-Vd. for .five pesetas, as against 45ied, on the 14th July, 
and Lisbon 45i6d. for ope -milreis, 'as agiunst 45|d, "over 
the same dates, which shows that, on 16th July both cur¬ 
rencies were cheaper to buy, the ralfe on Madrii marking 
a gain of Jd., and that 6il' Lisbon, iVd. in favour of the 
buyer. These figures thus serve to illustrate the fact that 
whMi rates, iStia this case, are q'loted in the home currency, 
they are cheaper when they fall, or “ depreciate," as the 
Editor of The Times calls it. 

The French and German cheque desfiings’ need no 
explanatioif, the reference simply moans that sales and 
purdhases of exchange were made at prices within the 
range of the rates mentioned. 

The influences which cause the variations in the quota¬ 
tions navs, so far, not been explained, but as that part 
of the subject is somewhat complex, and necessitates our 
investigating the connection of Bank Rate with the foreign 
exchanges, it may very well form the topic for our next 
chapter. 



CHAF^lliK Vll 


FAVOURABLE AND UNFAVOURABLE EXCHANGE. THE 
CAUSES OF jrm FLUCTlfATIUNS IN THE • 

FOREIGN EXCHANGES ANALYSED 

In the course of our enquiry we have dferaonstrated that 
with the debts between tt/o countries e^ictly balarfced • 
we have w|iat»is known as tRe par of*exchange, a state 
of equivalence which rarely exists, but that all the jpme, 
we have fyced'a jK>int with the gold standard countries 
which is taken to record par.^ ^ * 

When we apply this to bills of &[chg.nge, which are* th'e 
outward and visible sign of indebtedness between nations, 
we take it to mean tljat ^ bill foj £100 on France,, for* 
example, would on any particular day sell in Lundon for 
£100, no more and no less, and that a similar state of affairs 
would exist in France. With France, the par of exchange, 
as we know, is £1^ Fes. 25-2215, and if the debits and 
credits between th8 two countries were at any time equal, 
a biir of exchange for £100 would be wfirth Fes. 2522-15 in 
either country. When, however, the balance of indebted¬ 
ness is against France, that is to say,^e owes us more than 
we owe h#r, exchange will be below that is at a disj 
count. Conversely, if England’s debts to France are 
greater than her French credits, exchange will be above 
par, and at a premium. . • 

The true effect of thi% can easily ke seen by referring 
to the settlement of debts by means wf bills of exchange. 

When our exports to France exceed our imports from 
that country, bills of exchange drawft on France will4e 
in excess supply here, consequently the bill for Fes. 2522-15 
will fetch less tlTan £100—it will be at a discount. 

On the other hand, where our French imports exceed 
British exports Jo Frqpce, there will If^a greater demand 
for remittances to pjiy for^ ttie French fflsports, and in 



64 „ FOREIGN EXCHANGE AND FOREIGN BILLS 

consequence of the scarcity of paper, the bill for Fes. 2522''15 
(vill be worth more, than £100 on the Lond6a market, 
that is, at a premium. 

In practice, of course, it,will be aeressary to remember 
what we have said before, that Jhe difference ip the rate 
is^nqt found by adding to or deduc+ing from the bill, but 
by altering the rate at which the exchange is calculated. 
For example, in .the latter case we said the rate was at a 
premium, qr alpove par, and ii^ paying the seller of the bill 
the proceeds in sterling, instead of calculajjing the bill for 
Fes. 2522-15 at exchange of Fes. 25-2215, the par of exchange 
between England and France, we would jillo\/ the seller 
the premiuTi by charging him a lower^rate, say, Fes. 25-20, 
and if the reader cares .to convert the Fes. 2522-15 into ster¬ 
ling at this rate, he will see that the British equivalent of 
the bill will be more than £100. In the former casp, the 
difieionije would be obtained by charging a higher rate, 
say, Fes. 25-30, and the bill would outturn less than £100. 

Favourable and Unfavourable Exchange. 

This habit of quoting a rising exchange as at a " dis¬ 
count," and a falJ-ng exchange as at a “ premium,” has 
ir. the past made confusion worse confounded, and for the 
sake of the exchang" student, we are glad to see that the 
practice has of late years fallen into desuetude. But one 
cannot say that the present-day usage of the terms 
“ favourable " and " unfavourable ” in regard to the 
exchanges is less misleading. 

When we find that bills of exchange drawn from London 
on foreign centres are at a premium, we say that exchange 
is against us, or unfavourable to the country. For instance, 
take the case we examined just now. Inasmuch as the par 
of exchange with France is Fes. 25-2215, if we are forced 
to pay more than £100 in London when.bupng a bill for 
Fes. 2522-15; it is plain that £100 here are worth less than 
the fixed equivalent of French currency; hence the reason 
for saying the exchange ^ is unfavourable to London. 
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Similarly, if it takd^ lesS fhaif £l(t) in London to buy a bUl, 
on* Paris, for Fes, 2522-15, French exchange *is said to be 
" favourable ” to England. 

The indkeriminat^ use of suct^ terms, is a real pitfall in 
foreign exchange, and a moment’s reflertion will show that, 
a favorjable or ujjfavourable ‘exdiange applied ^o ‘the 
•country.is one tiling, but whpa applied to individuals, it 
is another. , 

^ Briefly, exchange is unfavourable to ^a country ,only 
when that country is obliged^to send Ijiillion m liquidation 
of its indebteSness, and favourable when bullion is received 
from a debtqf country. ‘ However, lest we b^,ei!trged 
with a leaning towards the fallacies of the o^l Mercantile 
Theory, we hasten* to say that tjiis sending or rec^vipg 
of bullion is impor^nt only in so far a#it affects the bqpking 
situation. It is the banks which will part with the gold, 
and*with each fall in tlleir Kserves they will tend tvestricl 
the credits of which gold forms the basis, or,* rates for 
accommodation will become dearer, which amounts tq the 
same thing; and ^t is easy to comprehend that any restric¬ 
tion in credit facilities by this means will check commerce, 
and.so ultimately t>rove adverse to ^le country. It will 
be percf-wed that we refer to the raising of the rate of 
discount as a means of stopping the outflow of gold. On 
the other hand, with a reasonable influx of ggld, the banks' 
reserves‘reach that point when a lew bank rate can be 
put in operation, and it follows that vrith cheap capital, 
there is an impetus to a,country’s trade and production. 

As far as individuals art concerned, we may say* it is the 
debtors to whom the temft ‘' favourable*’ ’ and ‘ ‘unfavorable ” 
apply: they must buy the bills to*?end to their creditors, 
and the question of how tnuch of ^the foreign currency 
units they can get in exchange for each unit of the home 
currency is of ^ital importance to them; and where the 
buyer of a bill can procure Fes. 25-30 to the.pound sterling, 
that rate will be more favourable to Jiim than if the seller 
parts only with Fes.'25-20 per sovereign.^But, obviously, 

«—<»5.5) 
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what is favourable to th£ m^Mnts wLo Imve to'bu^ bills 
in London, ufill be unfavourable to those who have mohey 
to receive from France, since this second class will be the 
sellers of the bills ^hich the former class buy, and the more 
francs and centimes surrendered by the seller for each 
sovereign received, the more unfarfeujfable will bj the rate 
of exchange. • n ’ « ■ 

This, by the way, is the usual lustration of the manner 
in i^hich two debts are cancelled: the importer pays his 
foreign creditor, aijd the expoAer obtains payment from 
the foreign debtor. We may be pardoned for again refer¬ 
ring'’t,.„the subject, but a little repetition i^U serve to fix 
the principle in the student’s mind. Exporter-A, we will 
sypppse, has sent to France gcods to the value of Fes. 1,000, 
whil% importer B has received from faris produce of a 
similar value. A draws a bill for Fes. 1,000 on the merchant 
in F/asce, and finds an easy way to obtain the equivalent 
by selling it to B, who is under the necessity of remitting 
that sum for the French imports. Thus, it is to A and B 
that the terras “favourable” or “unfavourable” will 
apply, the one being the receiver ajid the other the 
remitter. 

From these remarks it follows that to the buyer of the 
.bill in this country, high rates are favourable, low rates 
unfavourable, when qi.oted in foreign units to the pound 
sterling; but, when'the rates are quoted in shinings end 
pence to the foreign units, high rates are unfavourable 
and low rates are favourable. For selling paper the 
maxim 'is the reverse •: with ■ /ates quoted in foreign 
money to the pound sterling, the seller must bear in mind 
that low rates are favourable, high rates are unfavour¬ 
able ; and, if he is selling bills based on rates which are 
quoted in shillings and pence to the foreign units, high 
rates will be favourable, low rates, unfavourable. 
The following rhyme, the product of the brains of one 
engaged in this business, is recommended as a useful 
mnemonic. 
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• • • 

Just sing ibis little chorus, ' 

And.sing it every day: 

That higher ratgs are for us, 

And low the other way." 

that U! when quoting umts 
To every^ |terling pound; 

But with oence to units foreign, 

It's ethe other way around. 

*. • 

For then yoi^’ll sing yoir chorjs 
Every day, until you die; 

" That the low ra|es will be for us*^ , 

Those against us will be Ata4." 

• * 

• 

Before kavin| this part hf the subject, it mayji»'^ell 
to refer to ^at is in the minds of the economist^when they 
say that an unfavottrable exchange is an encourageippnt 
to exporters and a discouragement to importers. , 

It has been remarked that when the value pf the imports 
from A country exceeds* the*value of the exports tj^that * 
country, bills are at a premium. It follows, tEerefore, 
that the greater the amount o^the pfemium, the higljer 
will be the profits exacted by the exporters. They draw 
bills for the cost of !heir shipments to the foreign country, 
and in selling the tills obtain the premium in the rates 
of exchangp. Plainly, this indicates a diminution in 
profit to the importers, who not only have to pay the in¬ 
voice price of the goods, but also paj^ a premium for the 
remittance* they,require to send to thetoreign exporter. • 
In practice, the exporters are hardly likely to obtain the 
full extent of the premium quoted; a paoportion, some¬ 
times the whole of the pretaium, would go to the bankers 
who negotiate the bills. • * 

To complete the examination of thi5*part of our subject, 
it is important to refer to th» fluctuations in the rates of 
exchange. 

Fluctuations m Rates of Exchange. • 

In Chapter IV we sagr that a nominefl par of exchange 
exists between two coimtries which have tile same metal 
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as the basis of thfeir currency. Some reference was^ afso 
made to the specie points, which mafk the limits within 
which the premium on bills rises or falls. Between these 
points exchange fvill flutbiaCe, sometimes above, somstimes 
below, the par of exchange, and /he best statement of the 
theoiV the writer remembers to have seen, is that laid down 
by Bastable in his Th'eoty of International Tlade.^' He 
concludes that the limit of exchange fluctuations, in either 
direction, may be fixed by the«cost of the passage of specie, 
and the statement is summlUrized as follows— 

"The upper limit of exchange fluctuations is par, 
plus titc, cost of transmitting speciej '■the 'lower limit 
par,. minu% the cost of transmitting specie,’*' and twice 
the cost of remiti;ing 'specie, as he rightly maintains, is 
the' whole space within which fluctuatcions can nominally 
ta^e place. 

Tfie movements, which are incessant, are affected by a 
variety of conditions, but generally speaking, we may 
say they are governed by Supply and Demand (for bills), 
which in turn are determined by the lelative indebtedness 
resulting from the course of tra4e' between countries. 
If it were only with trade influences we had to deal, the 
problem of fluctuations would not be difificdlt to trace, 
but there are other’elements to consider: thus we have to 
take accouht of the currency conditions in v^ious coun¬ 
tries. Some have a debased currency, otliers, supposed to 
be on a gold bagis, are continually in the throes of a depre¬ 
ciated paper currency; and, l(|sffy, we have those countries 
whose money is of .metal different from that of others, say, 
gold in one country.and silver in another, and in addition 
to the ordinary movement^ in exchange, it is necessary 
to say how much* of the silver currency shall be paid in 
the silver-using country in order to confer the right on a 
trader to receive an agreed gold equiv^ent in one of the 
gold centres—a problem of no little difficulty when we 
remember that ^ it necessitates oijr comparing the silver 

> Page 83. 



FtUCTUATIOKS IN THE FOREIGN EXCHANGES 69 

pdce of gbld and the goM^rise of silver at any particular 
timft. * . , • 

We will leave the currency problem alone for the present, 
and discuss* the causes upon which degend the demand 
for and supply of bills. 

In the^st place w^tnight emphasize the fact fhat *he 
total indfbtednes? o! a nation Jias practically no Effect 
on the exchanges; it is only wh^ the debts come to be 
liquidated that movements are apparent, and even then it 
will be the balance of indebtidness which will Muence rates. 

Trade Conditions. 

Trade conditions, of Cuuise, exeicisc luc puieiu 
influence upon the Sxchanges, sinfe, as we have seeii,^it is 
from the exports smd imports of a country, as shown iJy 
its trade statistics, that the supply of Ijjlls principally 
emanates. Nevertheless, in dealing with the ^uhject* 
from the British point of view, we must be i&reful to 
remember that we as a nation (Jraw fetv bills in comparison 
with the vast number drawn on this country, and the 
reason for the excess drawings is easily shown. Merchants 
and financiers all over the world know that a bill of exchange 
on Londop is readily negotiable; it is in fact the recog¬ 
nized international medium of exchange, and, so far, the^ 
bills of no other country can claiff this unique quality. 
Bills on*Fran«e, Germany and othfSr European nations 
are also drawn and negotiated, and, collectively, their 
number is not small, but they principally represent remit¬ 
tances for direct shipmeats of produce and manitfactures 
from foreign countries, "and are coitsequently used only 
in connection with the trade befteen those countries, 
and hitherto they have not ieen able to compete with the 
bill drawn on London. 

It must not be supposed, however, tnat Dius arawn on 
London are solely on account of our own, foreign trade. 
In reality, they are <irawn in connection with the trade 
and commerce, of almost every dvifiz,^ country in the 
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world. Take, for exanliile.tthe shipments of tek between 
Shanghai and New York. Payment if usually made by 
means of a bill on London, and if an importer in France 
orders coffee from Rio, or cotton fyom NewrOrleans, he 
will, in ninety-nin'fe cases' Gut' of a hunc&ed, make payment 
through,the medium of the Londofi'Vnoney market. Many ' 
of th^French merchants who send goods'lo China pr Japan, 
will, in a like manner,, finance their operations through 
London in preference to any other financial centre. In 
any import&nt 'foreign commercial market the names of 
the London accepting bankers are as well krown as in 
Gra.t.^ritain, and the exportef has only t^o take his bills 
to a local-^ank to realize a better rate than for bills on, 
say, France, Holland, Germany, or the United States of 
America. 

Bills on London are drawn, not only for goods, but in 
'oonpection with securities also. This was evidenced in 
the late fhbber " boom," when bills representing enormous 
sums came forward from foreign capitalists who had 
inVrated money in shares, the payment for which had 
eventually to be made in London. 

The fact of our being the only free market for gold has 
already been referred to, but what we might term the gold 
basis of bills on London is not the only reason why banks, 
financiers, merchants rnd others in the far distant parts 
of the world prefer to negotiate them: they buy .the 
paper because there is ever 3 nvhere a ready market for it. 
The bills can always be transferred to other buyers on 
foreign Inarkets who want them to remit in payment of 
indebtedness to Englhnd or some' other country. It does 
sound rather like a thiism to say that this remarkable 
free market in bills on London exists because there is 
always a supply, stiff the fact cannot be explained away, 
and in the meantime ihe demand continues from every 
part of the world. 

After this rather long explanation, it will be quite manifest 
that it is the expor# and import trade of our own and other 
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eounVies whiclj exercisfe •the* dominating influence on the 
foreign exchangesi 

Invisibl^lmports and Exports. 

Closely allied to*these trad? ctinditioiil, we have another 
important influence i^ftich affects exchanges in j. madced 
•degree:,we refef to what Sjr Robert Giffen described as 
" Invisible Imports and Exports ’’—" invisible ’’ because 
they are not shown in any of the elaborate Board of Trade 
statistics. Under this appellation are iJclilfled all*such 
items as Jrefght and insurance, remiftances for the pur¬ 
chase or^ale of ships at foreign ports, the hire of^i*sels, 
the drawkigs of •captains and masters of shi^j^ expenses 
and remittances df foreign .residents (including military, 
consular and Govepment servants); hankers’ commissions, 
and so on. , 

dt these, doubtless the (ihief item is that connected with 
the sliipping trade. Owing to the ramificatiCns of its 
great mercantile fleet. Great, Britafti holds most of the 
world in fee for the carrying trade, and is, of course, a 
creditor for all its maritime services, although these to a 
very slight extent •may be offset by the amount for which 
she is dgbtor for the use by her o^ a proportion of^the 
foreign ships. The drawings for the purchase and sale of 
sliips affect the exchanges in acc^Tdance with the centre 
fspm wWch the bill is drawn, or by ^hat means the set^e- 
ment is finally made. The drawings of captains refer to 
the arrangements under which the coet of re-victualling 
or coaling vessels is carried out. In many cas«s a bank 
at a foreign port is authorized to negotiate the bills of the 
captain drawn on a London housS,* and the total of these 
bills goes to swell the demand for or supply of naner 
affecting the exchanges. 

Foreign ReWents. 

The remittances tind expenses of,foreign residents are, 
ordinarily, ncJt of great importancev^^ey influence the 
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exchanges of the couptry'of rfesidfenfce arid ajso these of th6> 
native land when the remittances are made to anddro; fhe 
balance would be sometimes in favour of one and sometimes 
in fivour of the o^her. 

Bai^rS' GonunisSjlons. 

Bankers’ commissions are generally regarded as a 
negligible item, but as, in the ^ter’s opinion, that idea 
is erroneous, bnef ipention jpay be made of them. The 
more important commissions are those paid it bankers 
by fdMpi governments and others for carrjdng out what 
is termed Ifaf. “ service of loans,” that iS, the pa 5 ang of 
th^ foreign government^ ccMpons on bonds for loans 
issued, and attending to the multifarious duties which 
the issue of the Ipans and subsequent control of the transfer 
ol the fpnds entail. It is apparent tfiat the sums involved 
may, in ?he aggregate, amount to large figures, and 
when they are remitted the exchange is influenced to that 
extent. 

More than once it has been asked how ^ bill can possibly 
be drawn in connection with the service of these loans. 
A fpmiliar example is seen in the case of inteiraational 
loans. Say three countries, England, France, and Germany, 
lend money tq China, and it is arranged that the pay¬ 
ment of coupons belonging to certain Gennan fesidenfe 
shall be pmd in London. To do this the London bank must 
be put in funds, aind Germany,, if desirous of so doing, 
can remit the amount by mean's of a bill of exchange 
purchased on the Berlin Bourse, ivhich of course affects 
the exchange betweeii’' Berlin and London. China, on 
the other hand, may at certain Jfieriods of the year arrange 
to put the British, French and German banks in funds 
for paying the service of the loans in each pountry. The 
remittance mayie made by means of a telegraphic transfer 
or by the sending of, a demand bill,' whichever may be 
cheaper or more ^:;>'enient, and in ally case the transfer 



FLUCTUATIONS IN THE FOREIGN EXCHANGES 73 


of *1011(31 from Cl)jna*to EufopI will ultimately affect the 
exchinges between China and the countries named. 

Stoc'i ExcLange'IAfluenoe^* ^ 

The mention of Chio^e borrowings'brings us to*a;^ei^ 
important* influence on the e!«;banges, namely, foreign 
loans, but perhaps before we trace the pffect of foreign 
loans on exchange, we had better deal with what are caljpd 
the Stock Exchange influence, to w^jich mtemational 
borrowings properly belong. 

The accumulation of capital in England and^i-^ifer 
European centres tenders it a matter of difficult}^ invest 
surplus funds, that is, if a relsttive^ high rate of inteses^ 
is to be obtained, an^ consequently, th# operations carjied 
out bj bankers and the Stock Exchanges ocmbined, fre¬ 
quently affect foreign exT;hailge rates'when we leas^gr-ptct * 
it. The various stocks and shares are to a large extent 
internationalized, and the business is constantly done tx 
the aid of telegram ^d cable: a slight variation in price 
will often mean a stream of orders to buy or sell, as the 
case may be, from onJ country to anotli^r, and as a result, 
the heavy demands for cheques or sight bills to pay f«r 
the heterogeneous mass of securities ye at once reflected • 
on the exchange quotations. If London has b^n investing 
in Brench *Rentes, for example, the purchase of demand* 
bills drawn on France to pay for the securities will depress 
exchange on Paris; thus, the rate for cheques on Paris 
may be Fes. 25-22i, but*&s ther? are so many persons 
desiring to remit, there will be competition for the drafts, 
and the sellers, emboldened by the* demand, will offer 
only Fes. 25-15 to the pouncf sterling,^which is obviov^y 
an adverse rate to the remitters. ^ 

Some idea of jthe magnitude of the business in this 
country alone in foreign securities may be gathered from 
the following list of British investmepts in foreign and 
colonial stocks and shines— •«». 
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^ BRl'nSH‘^Po»SH6siONS ‘ 


Canada and Newfoundland 


^73,000,000 

Australia and New Zealand 

. 

380,000,000 

r South Africa . 

, , 


351,000,000 

West Africa . ^ 

• <• • 


29,000«00 

Straits Settlements . < . 


22,000,000 

.India and Ceylon . . 


365,000,000 

Miycebaneous . 



03,000,000 


Fopeign Countries 
/ 


tinited States . 

688,000;000 

(•Turkey . , 

18,0(4,000 

Cuba. .■■ -. . 

22,000,000 

Egypt . . 

43,000,000 

Philippines . . 

f 8,000,00«' 

Spain . . 

18,000,000 

Argentine . . 

269,000,000 

Italy . . . 

' 11,000,000 

Muippo . . . 

87,000,000 

Portugal. 

8,000,000 

BriStt, , . . . 

94,000,000 

France ., 

7,000,000 

Chile . t; . . 

46,000,000 

Germany. . 

*' 6,000,000 

Uruguay. . . 

35,000,00ft, 

Other European 

36,000,000 

Peru .... 

31,000,000 

Japan . . 

53,000,000 

0,*her American. 

22,000,000 

China, i-, . 

26,000,000 

Russia . . 

38,000,000 

Other Foreign 

61,000,000 


The'iaterest on these investments has a very consider¬ 
able effect on the. exchanges; when the pa)mients are 
1 emitted, or coupons sent' for collection', as the case may 
be, exchange will turn in our favour. ' On the other hand, 
as the late Viscount Goschen was ciirbful to point out in 
his book on the Toreign Exchanges, a country “which 
annually has large sums of interest to pay abroad, must 
import so much the^less or export so much the more. 

The issue'of a lorn on the London market wjU turn the 

« « « C 

exchange of the country borrowing against this country 
at the time the pioney is paid over to the foreign nation. 
The immediate effect is to increase Great Britain’s indebted¬ 
ness by the amount, of the loan,, but this influence may be 
neutralized where a,large part of the proceeds is used for 
the purchase of British manufactures. An illustration of 
tliL is seen where u country is raising money abroad for 
the avowed purpose 6f building railways in its own terri¬ 
tory. The lenders will make great effSrts to secure in 
the loan agreements the insertion, of clauses stipulating 

* From a paper by Sir George Paisb, read before the Royal 
Statistical Socie^if^iiecember, 1910. 
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for the ptlrchase of'at least # paft of, the constructional 
maftri'als in the coijntry in which the loan is bfeing floated. 
The influence on the exchange, plainly, may be offset to 
the extent of such purchases. . / * 

iffe contention of the econonlists, wini which we need 
not quarrgl, is, that ^ foan acts in precisely the samg vAy 
as an import to tlJe lending ceyitfry and an export to the 
borrowing country. The reverse is true jvhen the coupons 
or interest on such loans is^paid: the coupons will repre¬ 
sent an export .from the lendjpg country, an<f are always 
regarded a» an immediate liability of the borrowing nation. 
As far as Jhe exchanges with this country are c^certfed, 
they exercise a permanent influence in our fapSur. 

Most foreign government loans ^e repayable by ihfai^s 
of sinking funds, qpd with each repSyment of principal 
the effect on the exchanges will be the sam# as that occa¬ 
sioned by the export bf the interest coupons, sijjjpe»the* 
lending country exports the drawn bonds in exchange for 
the remittance of their value b> the borrowing nation. , ^ 

Finance Bills. * 

Before leaving the subject of thp Stock Exchange 
influences *ve ought to refer briefly to one of the methods 
by which speculators raise funds to enable them to carry. 
through operations which promis* a profijable return. 
He«e we have » case where a bill is ?ictually drawn by a 
banker on his correspondent, who is also a banker, and the 
instrument is known as % Finance Bill. The following 
is a very simple instance»af what *000013 between London 
and New York. * 

A broker in New York sees an ojfjiortunity of making 
money by speculating in sotne of the well-known stocks 
or shares. He goes to his banker arranges to deposit 
securities again^ which the banker advances him 80 per 
cent, of their value, and the custom is to place these 
securities in the safe-keeping of one oj the big Trust Com¬ 
panies, who wilVact f«r both parties 'R^banker himself. 
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obviously, does nof want tft lodf up'his^ mone^ for any 
period of tiine, so under arrangements previously mide, 
he draws a bill, usually at sijrty or ninety days’ sight, on 
onb of the* London bai&ers or finance houses. He sells 
this bill on the New Yerk'market and thus recoup himself 
fof the .amount lent'to the stodcfiroker. Whep the bill 
arrives in London it is accepted by tie Londcfi banker 
or other correspondent, who has now incurred the liability 
to pay it at maturity if the Anjerican banker does not put 
him in fund's in time to meet^it. Needless to say, however, 
it is to the American’s interest to see that kis London 
coitemradent is put in funds in time to mpet the bill, and 
if by chafly it is inconvenient for him t<$ remit .the where- 
witbsil to pay the bill at^uedate, what he does is to draw 
anot,|i^r bill of the 'same kind, and a^n sell this on the 
Wall Street market, and thus procure the necessary funds 
'to buj^a demand remittance to send to the London banker. 

As may be supposed, this business is carried on only 
between banks of high standing, and in many quarters it 
is thought that the commission charged for the service 
is not commensurate with the risk involved should a mone¬ 
tary crisis ensue be^een the date of diawing and mai;urity 
ofithe bills. 

It will be fairly plmn to the student by this time that 
the effect of the drawhg of any quantity of these finance 
bills on London wffl be to weaken American •'exchar.ge 
with London. 

Letters of Credit. . 

In referring to finance bills, ‘‘we have almost imper¬ 
ceptibly touched on "one of the most familiar influences 
w^h affect the foreign exchanges, namely, the Banking 
Influences. Under t^is heading are included all the 
international operations of bankers whifh in any way 
affect the exchanges. 

One of the results of the extension of foreign branch 
banking is the igaseased use of credit'instraments. Bankers 
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AiaiKy: loreign craae, ana we may go* a siep lurther and 
say they finance the foreign traveller also. In fact, some 
of the fluctuations in the exchanges are the direct result 
of tile drawing of bills under ^he .various! credits issued by 
bankers.. Most of us ]}|,ow that wHen a person is about to 
take a jonmey alyoad, he first goes to his banker*aiid jfro- 
cufes either a letter of credit •or a quantity of circular 
notes. These latter when negcftiated, abroad are sent 
‘ back to London for encasl|inent, and therg k jio practical 
difference between the circular notes apd bills of exchange 
drawn in the ordinary way. The same may be said about 
the drafts encashed by foreign bankers against Letters of 
credit. * * , 

Travelling letters of crdllit wnd circular notes* aje, 
however, not the*only form of credt which affects the 
cxcbanges: as we shall see when we come to deal with 
foreign bills, bankers grant letters’of credit in cppn^tion 
with the shipment of manufactured goods, produce or 
securities, and all give rise tir the drawing of bills, wfijck 
in one way or anether exercise an influence on the foreign 
exchanges. Yet, taken by themselves, the sale and 
transfer of these bills drawn under cjedits cannot be said 
to exercfee a marked effect, but with the amalgamation 
of existing banking interests, and ^he practice of setting 
up banks or banking agencies in ^he remote parts of the 
efirth, tSe billS drawn under bankers'credits are beginning 
to constitute an item of much greater relative weight in 
the scale of the exchanges than was ffirmerly the case. 

Arbitrage, 

Of far greater import, however, is’the way the exchanges 
are manipulated by means of Arbitrage OperjJ^ions. 
Arbitrage is a subject which cal^ for special treatment, 
and writers omexchange prefer to enlarge upon it in special 
books. We may, however, be permitted to make brief 
reference to it in so Tar as it affects rates. 

A simple form or arbitrage is seen >hen a stockbroker 
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in London, by means of a liberal expenditcre on telegr^, 
is able to buy Canadian Pacific Railway sharts on one 
market and sell them on anotheV; he may operate between 
London anS Paris, or Lopdop and New ,York, or even miry 
through transactions vi<th'all thre^centres. If tl?e dealing 
is oetween this countiy and America, he bu)fs the shares 
in Throgmorton Street, London, where they afe chdap, 
and sells them in,Wall Street, New York, where they are 
deaf. I- 

When dealing with bills Ojt exchange, that is what hap¬ 
pens in some cases, but more frequently the" operation 
ma;^ k^^ther different. When a banker .is seEing bank 
paper, the'^'rice at which he is willing to sell depends on 
the price at which he pan lover his operation, that is, 
provide the funds necessary to meet^the bills he has 
drawn. He may do this in several 'Ndys, the only con- 
^ideiatipn being the comparative economy of the method 
employee!. Suppose a London banker has sold three 
months’ biUs on his Paris 'correspondent; to meet these 
when the date of maturity comes rourd, he may cause 
Dutch bills drawn on Paris to be remitted to Us corre¬ 
spondent there; he ,may even resort to Russian bills for 
covssr, or, as not infrequently happens, send ihe Paris 
banker an assortment of paper drawn from various coun¬ 
tries on France. It is dimply a case of purchasing cover 
imthe cheapest marCet. 

As the efiect of arbitrage is to restore the equilibrium 
of the exchanges, ii partakes somewhat of the nature of a 
levelling''operation. It will be ‘Apparent that bills can 
only be bought cheaply in those countries where there 
are surplus supplies of'paper offering, owing to the foreign 
credits exceeding the foreign debits, and by purchasing 
the surplus bills not needed by the importers, the operators 
do much to preserve the normal ebb and flow of the 
exchange between commercial centres. To take an 
extreme case, suppose Paris exchange; after being at par, 
Fes. 25-2215, for^few days, goes ip by "one per mille 



FLUCTUATIONS IN THE FOSEIUN EXCHANGES 79 


inrfiur favour, Paris can soen ^sef this smalf balance in 
favour *of London Ipy remitting bills drawn on London 
or other European centres. • 

Dealers in»-arbitrage, have been described a$ persoilS 
spending their time at the teIei*oae with the object of 
following ^he movemedfc of exchange on the yarious 
markets, ^d there'is an elemgnt.of truth in the matter, 
judging by the way they watch the fluctuations in rates 
and take advantage of ever;^ small deviation. 

Arbitrage operations in a great measure acCoilht for the 
fact that Ijie exchanges between th^ chief monetary 
centres tend to keep on a le^el. Short exchange on Earfs, 
for example, may move from Fes. 25-16 to Fes. 25<jlj to £1, 
and almost immediately the rate i|j Paris on London- 
move in unison. The reason is to be«found in the very 
free use made of the cable. If we quote a Jietter cheque 
rate than Paris, there iffill arrays be exchange dealers «n • 
the alert to take prompt advantage of the fav'^able 
exchange. With the longer us^ce p^per, however, there 
is often a suspicion of speculation in the dealings; wftff 
cheque rates the oufeome is fairly certain, as the following 
examgle will show.* An operator in exchange, being 
desirous of,raaking a turn on the rates, and judging tlje 
present to be an opportune moment, wires to his Paris 
friend: " At what rate can you dr^ cheque £10,000 on 
London ? Th* answer comes badP; “ 25-20.” If the, 
rate in London is favourable, say, Fes. 25-16 = £1, the 
Londoner wires the reply, " Draw,” and (immediately the 
Frenchman draws a cheque ^or £10,000 on London aiM sells 
it on the Paris Bourse for Fes. 252,000 (£10,000 at exchange 
25-a)). At the same time the LonOon operator himself 
draws a draft on Paris for Fes. 252,000 and sells it on the 
market here, or, as is often the case, he'has a client wisffiig 
to buy demand on Paris Fes. 252,(jb0. Now the person 
buying the draft for this amount in London, will have to 
pay sterling calculatedat the London rate, Fes. 25-16 = £1, 
say, £10,015 18s.; therefore when the’ djaft for £10,000 
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arrives from Paris, th% Lfeden'banker ^ 18s. or;er 

and above the amount required tq meet it, mid this 
balance, minus the small charge for stamp and his corre¬ 
spondent's commission, will represent his profit on the 
transaction. 

0 Similar operations will be carified out by oljier dealers, 
and,’ other things being, ecjjial, the immediate effect ef the 
total drawings will be to equalize the rates between the 
two countries. 

The cafe'Vfe have quoted are, it should be noted, merely 
hypothetical, but they correctly describe' tbs principles, 
alid,j^en the operations are' extended oyer tiyo or three 
centres^t is easy to perceive the influence on the rates 
of ^exchange. , o 

Arbitrage is, however, a difficult business, and one which 
cannot be treated satisfactorily within the range of this 
bpok. The student,who h«6 mustered the fundamental 
principles of foreign exchange will be well-advised, 
therefore, to supplement .his reading by reference to one 
'or other of the standard works on the subject.* In view 
of the importance of this branch of foreign exchange no 
apology is needed for quoting the following extrac;t from 
9 recent article in the IVeie York Financier ; it is a useful 
summary, and shows that our American friends are fully 
alive to the importance of arbitrage transactions— 

" In conductitg such operations it is essential that the 
banker shall be advised, through the cable, of the varying 
conditions of'* the markets, abroad. In such markets 
as Paris and London, wherS^the exchange transactions 
are always large,'rates often fluctuate sharply, and con¬ 
ditions change '"frequently. Therefore, though the 
situation may be favourable one day it may suddenly 
become adverse, necessitating some modification of the 
method of arbitraging. Moreover, ii,. frequently hap¬ 
pens that after a successful negotiation has been effected 

' Two useful works are: Arbitrages et PariUs (0. Haupt) and 
Bank Notes, Monr-^s et Arbitrages (E. Kau£fm&nn). 
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8 ^ b^er 9 s the r&iflt of private information, his 
competitors may be advised of the favourable conditions 
prevailing and they also ihay draw in a similar manner. 
H^ce eac^i oper!j,to» seeks Jo obtain f&r himself alone 
all possible information regarcling changes which are 
likely ta affect lys business. Somdtimes a banlser.ma^ 

* find, upon calculation, that it will be profitable to con¬ 
duct arbitraging of exchange iKtweeij three or more 
points; in such cases t|ie conditions ^t each of the 
points must first be ascertained and^calculations have 
to be ma(te with the utmost care. Occasionally in drawing 
bills ths banjfer, in order to take advantage ^of‘artii- 
traging eperations, will transfer credits, tffough the 
cable, from an adverse centte t(t a point favourable»foi 
his purpose. Indeed, there are v^ many ways, by 
whjch arbitraging can be profitably eonducted by 
bankers having the requi^te facilities and the njcessSry* 
skill for such operations. It will be observed that 
operations in arbitraging of enchange require the servjpqf 
of men of the largest experience, and hence the business 
can be conducted to advantage only in the most tho¬ 
roughly equipped’offices. The excljange student who 
enjoys cfiportunities for practice in such offices and has 
the determination to qualify h^elf for this branch • 
of exchange work by acquiring'ffkiiowledge of aE of its 
ititricate detains wiU have no difficuTt^ after such qualifi* 
cation in securing advancement. The field for opera¬ 
tions in arbitraging of, exchange is* continua^ and 
rapidly broadening, antf there ■ftfill probably always be 
a demand for the services of men capable of taking 
positions as managers of exchange houses or 
departments." ^ ^ 

Among the banking influences, there is one other 
factor, which is,perhaps the most important of all in view 
of its far-reaching effects on the principal European 


(vol, 


' Quoted by Escheat in Canadian edition of Modern Business 
3l. viii). Banking Practice and Foreign Exli^'angc." 
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and American exchanges, tKat Is,"the t)an):ers’ investmeifts 
in bills. 

Bankers' Investments in Bills. 

As far as London banks are concerned, bills of exchange 
fbrm one of the principal items oh the assets side of their 
Balance Sheets. The bills ,are an admirable liquid security, 
and the reason they art in favour with the bankers is, that 
they may be held in proportio is to mature at certain fixed 
dates convenient for the cash requirements of the banks. 

An examination of the contents of a London banker’s 
portfolio would reveal two classes of bills, (a) tbose arising 
from th^j-urely internal transactions, {S) those emanating 
from the foreign trade of the country. The first class is 
well known to thole engaged in the home trade of the 
country. A merchant may receive from a customer in 
pa'^ent of goods aff acceptance'at, say, three months’ 
date, and if he and the acceptor be in good repute, the 
hanker will discount the bill for a small charge, place it 
in the bank’s portfolio, and there it wll remain until 
maturity, since it rarely, if ever, happens that a British 
banker re-discounts such paper. The lecond class embodies 
those bills drawn from abroad on this country and accepted 
here by London or other British firms. When completed 
the bills are sold to .nfe bankers, who hold them in the 
same way as the ofner bills. «' ’ » 

Now while British bankers in London invest in bills 
payable in this 'country, they- are generally averse from 
holding bills payable on other” European centres: some 
even go a step further, and refuse to have anything to do 
with paper bearing the names of acceptors whose principal 
plgce of business is abroad, “br the major part of whose 
assets are not available in Great Britain. 

The bills in which the London bankers invest, once they 
find their v/a.y into the bankers’ portfolio, can have very 
little efiect on the foreign exchanges, but the case is 
different where "foreign bankers are concerned. They, 
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fsr various reasons, are conient lo nsis lunas in the pur- 
chaSe of what arcf to them, foreign bills, and at most 
periods of the year they hold an assortment of bills on all 
the principal Europ,ea* centrej. ^ * 

Their derations m^ be dmdftl in'to two sections, 
(1) the imiestmenUn Jiills as a mean^ of attracting* gpld ?o 
the country in which the bankcrs^are domiciled, (2) invest¬ 
ments in bills for the purpose of obtaining an interest 
yield higher than can be h^"! if bills on thqjr own country 
are purchased. 

As regards the first class^ the reader will readily under¬ 
stand the powe^ conferred on the holder of bills drawn on 
one or other of tlfe ^old centres : assuming the hills to be 
payable in London, if the b^kei* of the foreign naWoq 
resolve to draw gold from us to replSiish their resenves, 
nothing is more simple than to send the bdls to London 
and sell them on the mark« in exchange for bank„nofes.* 
These will be presented to the Bank of England and pay¬ 
ment made in gold, which is then pa^ed and shipped, tp 
the country that formerly held the bills. As an alterna¬ 
tive, the bills may be sent here for encashment at maturity, 
and fimds then withdrawn from London ; and, as we have 
seen, it does not always follow that the rate of exchange 
is against London when gold is with^awn from us. 

As a matter of fact, the centralTlrfHiks in sejne countries 
ai9 specisClly empowered to invest a* proportion of theii* 
assets in foreign bills, for the express purpose of mani¬ 
pulating the foreign exchanges. The Austro-Hui^arian 
Bank, to which we shall fefer later, may be quoted as an 
example. The Austrian laws which governed this bank’s 
note issues before the war, permitte^'of its holding a part 
of its assets in foreign billS, which ^were utilized ^Ijen 
occasion arose for the steadying of ^change with London 
and other centrej. When the supply of other remittances 
was exhausted, it was really this bank whith stepped in 
and filled the breach 1^ selling its foreign bills to meet the 
Austrian demand. 
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Just how many foreign btll4 the A|hstro-ilungarian 
Bank held at the outbreak of the war it is impossible to 
say, but there is no doubt that many thousands of pounds 
worth were promptly realized. During the wir, of course, 
there was no direct quotation with London, but some idea 
ol the extent to which exchange depreciated waspbtainable 
from figures given in the Economist of 6th March, WIS, 
when the rate, based on the parity of a neutral country, 
was given as Kr. 31.33, and cssnparing this with the Mint 
Par given on page 24, Kr,. 24.02, we see that Austrian 
exchange was at that time quoted at over 39 per cent, 
discount. For the time being, therefore, Government 
control oHhe foreign exchanges was a ne'gligibk factor, and 
since the war the valug of vhe Austrian Krone has fallen 
to an unprecedentM low level. 

The foreig*. investment in London bills in order to 
obtainta high rate of interest is more of a bond fide nature. 
The operations are usually seen when the rate of discount 
jbt first-class paper is higher in London than in the foreign 
centre. Say, the market rate of discount here is 4 per 
cent., and in Berlin or Paris 3 per cent., bankers on the 
Continental markets will at once seek to obtain the higher 
yceld on their funds by making purchases of bills on the 
London market. Tjie foreign banker in this case takes the 
place of the London ifuanker as a discounter, but in the 
•converse case British bankers show no incli.iatiofl to ocoupy 
the Frenchman's or German’s position. It seems to be the 
golden rule in London to refrain from embarking funds in 
the purchase of Continental bito, no matter how attractive 
the rate of return. For instance, if the market quotation 
here is 2 per cent., and in Paris 3 per cent., the reader may 
loqk in vain for British investments in biUs on France. 

Apart from the higher interest, the chance of making a 
little extra profit on the exchange is alw,ays an attraction 
for the foreign dealer. Although the bills are said to be 
for investment, ye^, if the banker sees a favourable oppor¬ 
tunity, he is quite ready to dispose of tliem, and in some 
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cas§s,«notabIy fl'here toe rate ot interest in London falls 
before the* bill has Inatured^ it may suit him to realize his 
profit by selling the paper at once. It will bg apparent 
to the reader that* \^^’e are rtfersing to, the purchase of 
three mcmths' bills, osj in the lan^age of the mark^, 
Ipng exchinge. jV ccmcrete case will elucidate this* matter. 

In Chafiter V, we saw how fife long and short rates were 
calculated, and by an application of the rules there given, 
we can show how the dealS makes his profit, « • 

The cheque rate, Paris ore London^ in our table was 
quoted about Fes. 25T7; consequently, the long rate ^or 
bills on Londore ydll be, approximately, Fes. 24-92, since 
if we are in the foieign centre where currency is qpoted 
in foreign units to the pound Slerljjig, interest at*tl» 
London rate is detfucted from the short quotation (say, 
25-li minus three mon^Jis’ interest at 4 per Cent. .. 24-92),, 
showing that less is paid for a tluee months’ bill '.han for 
one payable on demand. At this r^te a three months’ 
bill for £100, Paris on London,*would cost Fes. 2,492, and 
if we assume that during the tenor of the bill there is no 
alteration in the cheque rate, Paris on London, at maturity 
the French banker can sell it as a clfeque, or sight bill, 
at the short quotation, say, Fes. 25-17 to £1, and thus i?et 
twenty-five francs as his profit, we prefer to call it,' 
interest on his original outlay at tli^ rate of 4 per cent, 
per annum for three months. In comparison with this* 
French bills held over the same period would show 1 per 
cent, less, as the rate was ^nly 3 per cent, per annum. 

There is, however, aij element of uncertainty about 
the quotations, which to the more can^ious British bankers, 
makes the operation savour,of speculation. There is just 
the chance that the cheque rate may alter a point ordwo, 
or the rate of interest in London ^ange. For example, 
when the bill ffll due, our Paris friend might find short 
exchange quoted at Fes. 25-14, and all the bill would fetch 
on the market^ wouy be Fes. 2,514J which brings his 
interest down to 3-13 per cjnt. On the other hand, if 
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the short rate goes up belore the matittity of the^bil), 
the return increases proportionately.' When Continental 
exchanges are low and London interest rates high, there 
is thus an inducement fqj the foreigners to invest ia our 
lljlls. The prospect of higher fj?terest, plus la chance 
profit on the exchange is obviously'an. incentive to those 
bankers willing to take thd risk, and long years bf de^ng 
have demonstrated that they are fairly safe in buying 
biHs under tbs conditions indicated. Only in exceptional 
circumstances will the queriations fall considerably; in 
or(linary times, in fact, the chances are against'rates going 
below export specie point, and, appreedating' this, the 
bankers rest secure in the hope that, a slight’rise in the 
ratbs may occur, apd so enhance their profits. 

This, then, is why, when our intefest rates are above 
those ruling ifi foreign centres, an(^the exchanges on.those 
countries are low, a heavy investment demand for bills 
sets in from the Cqntinental banking and finance houses. 
r The manner in which thele operations affect the exchange 
with London is rather a long story ; 'therefore, it will be 
convenient to discuss the subject in^the next chapter in 
connection with Bfink Rate and market rate of discount. 



CHAPTER VIII 


BANK BATE AND MARKET RATE OF DJSCOUNT IN 
'■ CONNECTION WITH TH® rCDfTUAjTIONS IN 

* THE FOlfeiGN EXCHANGES 

• 

In the last chapter we laid no^ecial emphasis on the fact 
that in the purchasing of bills on London it is the market 
rate of discount which is ta\en into account by tJie foreign 
dealers, and one imagines th» studentsaying, " Why is 
it that the^ank of England Rate is not of importance ? ” 

Bank Reute. 

The reason is this. In mo5t of» these transactions, "thf 
foreign banks buy only first-class bills, and if at any time 
it befomes necessary tg turn the bills into eash, they will 
be discounted on the Loncfon market at the lower r3te, 
which is invariably the market rate.^ Bank Rate, which 
is the Bank of England’s minimum rate for discounljug 
bills, is usually a tfifle higher than the market quotation ; 
not because the Bank declines to discount, since in practice 
bills will generally 6e discounted for its chents at about 
the samekates as can be procured on the open market, 
but because the Bank of England i^the custodian of the • 
nation’s principal gold reserve, dndjts minimum rate is 
bifeed on the ^eater or less need thefe is to protect this 
reserve from the inroads which may be made into it. We 
have seen how these encroachments ate possible^ when 
foreign bankers sell the'lrills tMy have previously pur¬ 
chased on the London market. Op the other hand, the 
joint stock banks, the bill-brokers, an*d the discount houses, 
are not at present under the*liability to keep large taj^ble 
gold reserves; consequently they arg able to work on lower 
rates. Nevertheless, they are aU more or less dependent 
on the Bank of England, and the premie® institution is 
usually in the positidh to exert its influence when needful. 
How this is done is 'oest seen by examining the effect of 
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an increase in Ban^ Rate upon the ofner pperators^in the 
market. 

In the first place, it should'be home in mind that the 
Bank of England allows n(j^ interest ^n mon6y depo^sited 
with it; the joint stock banks for^heir part, allow interest 
af li, per cent, per 'annum below ^ank Rate,, while the 
bill-brokers, discount housec, and the like, pay* a rather 
higher rate of interest than the joint stodc banks. 

Xhere are other rates of intf.fest in the money market 
which bears a direct relatioij to Bank Rate^, but the three 
we have enumerated are sufficient for our purpose. 

As most people are aware, the bill-brj^cers work on 
capital Sorrowed from the joint stock banks,'which also 
Ignd large sums to the .Stock Exchange on similar terms 
to those governing loans to the bill-brokers and discount 
houses, namel]', at call or short notice. The amount^ lent 
'out in ipis way is that obtained by the banks from cus¬ 
tomers’ deposits, and whenever the Bank Rate is raised, 
t}ie, interest allowed by the joint stock banks also rises. 
If, then, the banks are obliged to pay mpre interest to their 
clients who deposit funds for varying periods, it is only 
natural that they ,should exact the 'difference from the 
dailers to whom they lend their surplus eash. The 
incidence of this charge will finally be shifted by the 
brokers on tp the peuJ'ons for whom they discount bills, 
much in the same* way as taxation on •commodities* is 
shifted on to the consumer. 

In practice the process does not always work out so 
smootbly, and it is then that th'e? Bank of England resorts 
to other expedients.' 

When gold is leaving the country, and further exports 
of tl^e metal are threatened, if sometimes happens that the 
market rate of discount does not respond to the increase 
in the Bank’s official minimum: the Bynk of England 
then takes steps to compel the other interests to follow 
its lead, simply bj\ stopping, or limiting the supplies of 

I , 

* The London Money Market, by 'W. F. Spalding (Pitman). 
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Idknab^e capital* which ar^ available ior bill discounters, 
stoclcbrokfts, and (rther borrowers on the short loan fund 
of the London money maflcet. There are various wa^s 
of deing this, but ip principl^th^ all cdme to the same 
thing: tljat is, the Bapjc of EnglaiM b/ deplenishing the 
amount of loanable (^pital on the ihoney market, forces 
the *joint’stock banks to call in-the loans from the brokers. 
The market is then said to be in whnt of money, or, to use 
a colloquialism,in the Bhnk.” There vjU b^ difficulty 
in selling bills of exchange, (» in borrmving on securities, 
and as at shch periods mos^ financiers consider it advisable 
to increase theij^tock of money, they will call in aU fire 
loans they* conveniently can. The banks for their part, 
feel it incumbent upon them td hold less securities and moip 
cash, consequently»the brokers and discount houses are 
for tjie moment at the^end of their tether. tAs all else has 
failed, they are practically’obliged* to go to the Bank* of 
England for assistance. The Bank then supplies them with 
funds by discounting short billst with not more than fif^eqp 
days to run, and by lending them amounts of money for 
short periods against the deposit of satisfactory security. 

In such circumstances, the Bank of»England is able to 
exact suiAble rates, and as the borrowers are made •to 
pay a higher price for accommodation^ the natural sequence • 
is for the market rate of discoul'ktto go up, as the bill- 
bAkers are pfetty sure to recoup themselves for the 
additional cost of the funds which they employ in the 
market. In 1915 there was an tnstance of this 
manipulation of the Lohdon mdhey^ market, without an 
increase in the Bank Rate. During the second week in 
March, 1915, the Bank of England’s |old reserve, although 
large, was in danger of ha’^ng calls ^ade upon it gwing 
to the huge purchases of war m£j;erial by this country 
from neutral states, and with the low discount rates ruling 
there is no doubt gold would soon have left the country 
in large quantities. Immediate actionrvas therefore taken 

to efiect a scarcity of'inoney here, and so by causing higher 

• • * 
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interest rates, mak? it more profitable to ,ieave money for 
employment in London than to draw it away to foreign 
countries. In the case under discussion the Bank of 
England and the clearing Ijanks wer? jointly concerned 
in the operation of reducing thej existing credits on the 
market.' The Bank of England tooli, large sums of money 
off the market, and the* joint stock banks called in their 
loans to brokers, Then when the bill-brokers required 
to d>orrow again, higher ratesf,were exacted for loans at 
call, and the "result was seeq in a sharp rise in the value 
of short money, to which discount rates quickly responded. 

I'he interconnection of Bank Rate ajid market rate, 
now being apparent, it is easy to see how close!*/ the Bank 
^ate' is allied with the question of foreign exchange. The 
higher the interest rates ruling in London are above those 
in the foreign centre, the greater will be the investments 
in bills, from Continental bankers, and, what is perhaps 
more important, the less incentive will there be for foreigners 
tp ^nd long bills to London for discounting. As every 
foreign purchase of paper means the provision of funds, 
the outflow of gold will be checked, and the exchanges 
turned in our favqpr. 

'The Continental investment in bills on London may 
. continue for some tipe, more or less spasmodically, it is 
true, until exchange rtites rise, or until there is an influx 
of gold into London; Then we see the reveise action: with 
exchange rising and interest or discount rates low here, 
the foreign bankers generally, realize their holdings of 
London bills, and almost immediately the exchange drops 
or the rise is checked, and gold imports cease. 

Movements in ou'r Bank Rate are always closely 
note;d abroad, and the following comment, brought to 
the author’s notice ajjter this chapter had been written, 
is interesting, as showing how thoroughljs the Americans 
are in accord with Goschen’s expression of the theory: 

“ Much is said of the influence on the rate of exchange 

and on the flow of gold, of the Bank of England 
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*disc(junt rate.' Ifthe Bihk of England, because of too 
rapiiy ^expanding loans or because of depletion of 
reserves, raises its rate 8f discount, being followed in 
this move by thepther Engl^h banks, ifs doing so has a 
tendency to lower tli« rate of exChan|e in England on 
the United States %nd other countries, and to mise tSe 
rite in* the United States ^nd elsewhere on England. 
It has this effect because the intreased interest in Eng¬ 
land tempts to investrftent there rathgr^th^n in the 
United States. English ba«ks are more likely to invest 
current funds at home, /ind may even draw on debtor 
banks in tlj^ United States and other countnes. 
America!! and other banks may be tempted to make 
short term loans in EnglanB or«to hold, or to have tie]^ 
until maturity, long bills which tSey would otherwise 
haA'c immediately ^scounted. This holding of drafts 
until maturity will comfiel thefti to buy more drltfts 
on England than otherwise would be necessary, in order 
to maintain their usual balances. The general rq^ijft 
of a high discoivnt rate in England is, therefore, a high 
rate of exchange on and a flow of gold to England. 
Similarly, a sharp rise in the discoutt rate in New York 
would ffend to produce elsewhere a high rate of exchaftge 
on New York, and would tend t(j cause a flow of gold* 
to New York.” * • , 

From a consideration of these facts, we are able to appre¬ 
ciate the intimate connection a change in the Bank Rate 
has with the movements.of foreign exchange : the effect 
of raising the Rate, an^ the subsequent manipulation of 
the money market, is to create an artificial scarcity of 
money and at the same time cause a depreciation in the 
value of bills of exchange on the London market. €A fall 
in the price of bills attracts investers from abroad, and as 
the result of thfeir purchases of paper, an adverse exchange 
is turned into a favourable one—using tlie word in its 
• /* 

* Intermlionai Trade, and Exchange, H. G. Brown (New York), 
page 134. 
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widest sense. Indeed, the ultimate outcfcme of dealings 
of any magnitude, is to draw gold from the foreign centres 
to London, and without entering into the question whether 
or not the accumulation of (huge goM reserves is the fetish 
that some cavillers claim it to bei,' we have always before 
our eyes the indisputable fact that when the Central 
Reserve is adequate the inolietary position of thfe country 
is more satisfactory. 

We need not.go further into‘the question here, but suffi¬ 
cient has been said to enable the reader to understand 
that, other things being equal, the adjustment"of interest 
rates in practice aids and abets, or rather^brings into being 
the compensatory influence of the investment 'business in 
bin? of exchange, a business which is so well known to 
those who watch the monetary movements, that its 
action has come to be regarded as. a sort of pendulum of 
the’' foreign exchanges*: it stbadies the fluctuations and 
exercises a most powerful effect on the import and export 
of gold. " 

Apart from the benefits said to aceme from the mani¬ 
pulation of the Bank Rate of discount as a corrective to 
an unfavourable exchange, the economic effects of a too 
frdliuent alteration in rates has sometimes beefl called in 
■question, and, althoijvh the subject is hardly one which 
concerns the . student til "foreign exchange, brief mention 
ought perhaps to bO made of the view tak&i. “ 

Summarized, the opinions expressed amount to this, 
that if gold reserves must be maintained, then other steps 
should be taken to protfect theml In this connection we 
might refer to the French policy. Prior to the war the 
Bank of France, when the circumstances required, used to 
exeroj.'ie a right it Ijad under the monetary convention, 
called the " Latin Uijion,” to make pajmient in silver 
in five-franc pieces, instead of paying out gold on demand. 

Whatever bfe the merits or demerits of the respective 
systems, it has becu proved that tfie French bank rate 
in pre-war days tended to remain very steady at about 
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3^er cent., and%in diis respecr compared favourably with 

othdt !^uropean ratos. For instance, the Bank of France’s 
rate from 1876 to 1909, with thirty alterations, averaged 
3-13,per cent.; over,the same period, >the Reichsbarik 
changed its rate 12? tinjes, givift^ an average of 4-11 per 
cent.; while the of England's rate was changAi 

200 times, which gives an avesags of 3-28 per cent. ;* from 

which it follows that French conwnerce benefited to the 

• 

extent of 0*98 per cent, oier German industry, and 0*15 
per cent, over British industry. ^ • 

1 Cf. the Author’s review in the Economic fournal for December, 
1913, of “ Huart's Organisation du Credit en France." * 



CHAPTER IJi 

THE MONEY'MARKETS OF TB.F WORLD AND'THE 
GREAT WAR .1 • 

"War is hell,” wrote one of the active service men, 
face to face witli the awful (Jpvastation wrought by the 
Germans'm thiir advance through Belgium. The expres¬ 
sion is a strong oiie, but applies with equal force to the 
financial havoc brought about by the war, and in no direc¬ 
tion is the ruin, the disgrace, the woe cl war piore faith¬ 
fully reflected than in the world’s money markets and the 
foreign exchanges. So delicate, in faqjt, is the mechanism 
of the money^ markets, and so close is the relationship 
■^e+ween them and the foreign excuanges, that the latter 
may always be taken as a trustworthy index to the mone¬ 
tary condition of the various markets. It will be inter¬ 
esting, therefore, if we now examine some of the effects 
of the war in the light of the monetary problems with which 
we have been dealing, and endeavom to see how far the 
results confirm the theories we have enunciatf'd. 

One of the first signs of the imminence of a war between 
two nations having hj^'-viate commercial relations, is the 
5 peed with which .the merchants and financiers of the 
respective countries try to realize their opposing claims. 
There is an eagerness to collect foreign debts, and to dispose 
of all tangible securities in exchairge for gold, and the more 
strained the tension between the two countries becomes, 
the more pronounced will be the desire to convert foreign 
claims into cash—at a greeter or less sacrifice. This 
liquioation of claims will grow in intensity until diplomatic 
relations are broken off between the respective nations: 
it will not even cease at that point, for immediately war 
is declared and hostilities commence, the claims of the 
belligerent nations will be dumped upon neutral markets 
94 
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for realization, tntirau ara suneitea witn the many and 
variSd'forms which foreign indebtedness takes. At this 
stage, having reached the limit of their receptive powers, 
the neutrals become involved i^ the financial stfain which 
at first merely affected ^he counWei which are at war, 

• t * 

Gold Movemeitts* 

The great European conflict, aa it happened, came at 
an awkward moment for all the Continental centres. 
certain amount of depression ^jad been evicfent as far back 
as 1913, and even at that period the financial condition 
of the world’s markets was far from satisfactory. Con¬ 
tinental mafkets '^ere in general overloaded with securities, 
and a great many more issuas h^ been floated off ^he 
London market tl^n the British investors were able 
comfortably to absorb. During the early fart of 1914, 
however, a turn for tffe better took place; gold flowed’ 
into Paris from New York as the result of French realiza¬ 
tion of securities, and the Bank of England, for its part, 
was able to procure a sufficiency of the precious metaf. 
Money rates dropped correspondingly and ease prevailed 
in most centres for’some time. But, towards the end 
of May, tke tide began to turn, the Bank of England’s 
reserve fell to a lower level than was liked, and at the same 
time a great demand for gold sprang '^p from the Continent. 
Fitnch exchange was against England during the whola 
of May, while that of Berlin was favourable to London, 
yet, according to The Times Financial Review of the year, 
out of the gold arrivals "ifi London amounting to "nearly 
£26,000,000 sterling, the Sank of England secured less than 
£7,000,000. The amount sent to France and Germany 
was about equal to the experts to the Continent for the 
whole of 1913, and although it was reported that i^ussia 
was the ultimate destination of a portion of these Contin¬ 
ental purchases, there is no doubt that tho greater part 
found its resting-place in the vaults o^^the Central Banks 
of France and SermaSiy. 
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The influence of these gold sliipments was soon reflected 
in the exchanges. The quotation, Berlin / London, moved 
from one per mille in our favour (M. 20.44|) on 4th April, 
1914, to 3'i per liiUle in our favour (M. 20.49|) on 30th May; 
on 23rd May, it might' oe remarked, the quotation was 
M. 2Q.59J, very near the rate at which the Bank of England 
should gain gold at the e::pense of the Reichsbank, namely, 
M. 20.53. 

French exchange, examined over the same period, 
showed several variations, but towards the end of May 
was only slightly Igainst this country. » 

’American rates were persistently in our favour the whole 
time, and as we have stated elsewhere'(page .38), at one 
perod New York’s excess imports were being paid for by 
gold, the adverse e&hange being due, -partly to the failure 
of the main, crop, and partly to the fact that specula- 
“tiOn was then at a very low ebb''in the United States.* 
There is little doubt that the European demand for gold 
was making itself felt in +he United States, for it has to 
be recorded that during the first halj of the year 1914, 
the Continental demand for gold was greater than during 
any one of the three preceding years,* and the intensity of 
tfce demand for the metal, coming at the same time as 
. other adverse circumstances in the United States, caused 
rates on the three pni^cipal European centres to go against 
■New York. Exchanges generally were against America, 
and the rate. New York-London, on or about 13th June 
was quoted $4.89-^ to £1, that is six per mille in our favour. “ 
Despite this almost anprecedfcnted ingathering of gold 
by the Continental nations, there does not appear to have 
been any actual uneisiness until the turn of the half-year. 
Then the Austro-Servian imbfoglio began to take definite 
shape, and the influence of the strained relations between 
the two countries was immediately seen on the London 
market by the hardening of discount rates. 

■ Cf. Eeonomtst, 6.*h June, 1914. ‘ 

• It is interesting to note that New 'Ycifk-Loiidon Exchange was 
quoted by the Economist at par on 4th April, 1914. 
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•Then, on the\18th July,•the news leaked out that the 
Dre^difer Bank wa% selling its securities and advising its 
clients to act similarly. This, as the late Sir Edward Holden 
remarked,^ was considered tj be the first sSmi-official 
intimation of a pro!)ahlf Europlin«coniict. 

The climax was re^cSed on 28th‘July, when the fear 
of war gave place* to certainty, And discount quotations 
at once jumped to 4 per cent, for three iqpnths’ bills. 

The foreign exchanges al along had indicated J;he dr jin 
of funds, and the real gravitjj of affairs on ftie Continent 
was shown»by the rates current on the*28th July. Paris 
cheque, for instance, was quoted 25 f. 11-12 c., Brussels, 
25 f. 28-30 Berifn sight, 20 m. 53-55 pf.; Vienna, sight, 
24 kr.3040 h.; Anisterdam, 12 fl.d4i-15i c.; while ’New 
York wired " Cable.Transfers, $4.90-4193 c.” • 

Before going further, we may be permitted to make 
a digression and refer lfrieflj»to the^ituation in which tits' 
principal money markets found themselves on the outbreak 
of hostilities. . * ^ ^ 

Condition of Mbney Markets. 

Paris, it is evident, was caught bgtween Scylla and 
Charybdis k she was embarrassed by her holdings of shojt- 
dated securities as the outcome of operations financed for 
Turkey and the Balkan States, she could rid 

heieelf of this incubus, she was csSight by the serious, 
efiects of the monetary crisis which had spread to all 
classes of society in France. Gold disappeared as if by 
magic, and heavy calls wbre made on all the banks in 
France for cash. To steifi the tide, oh the 31st July, the 
Bank of France raised its rate from 3f per cent, to 4i per 
cent., and its rate of interat on advances from 4| per 
cent, to 5i per cent. ^ 

Berlin evidently anticipated the worst: there was great 
pressure everywhere for gold, the banks frere literally 

• In his speech to the shareholders of t^e London City and 
Midland Bank, 29fh January, 191.S. 

H—(>5.5) * ' 
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besieged, and what may be'termed as/' a great run " took 
place on the Reichsbank, which is said to have'paEted 
with gold to the value of Mks. 200,000,000. The exact 
Si^es ard not terthcomingj but tantamount to admitting 
that the withdrawal of gfild had t>een on a gigantic scale, 
w the feet that a measure was so<^ passed prohibiting 
the Bank from pa)dng any more of its gold for notes., On 
31st July the Rgichsbank was forced to raise its rate of 
discount .from _4 per cent, to 5 per cent., and its rate of 
interest on aclvances from 5 per cent, to 6 per cent. 

How far foreign* exchanges went against Germany may 
be' gau|ed from the remarks of the Economist’s Berlin 
correspondent, on 30th July, 1914. “ Condop and Paris 
cheque rates,” he says, “ have risen lo an almost unpre¬ 
cedented height, ahd gold could no^^ be exported with 
profit to both England and France. Movements of 
"ERhange are attributed partly to*the fact that England 
and France are withdrawing their balances from Germany, 
^iwtria and Russia' while the capitalists of these latter 
countries are sending money abroad, especially to England, 
in considerable amounts.” 

As far as the Berlin Bourse was concerned, it is inter¬ 
esting to recall that, by order of the President, from 
. 31st July no prices were fixed on the bourse, and although 
it was announced fs&t “ transactions were confined to 
•cash basis,” there was no business at all iasecurities. c 

Of our own position it is necessary to speak more fully. 
It goes without srying that London early became involved 
in the great financial eataclyslw. Immediately after the 
outbreak of war between Austria and Servia, discount 
rates were quite nominal, * and owing to the great difficulty 
in pjacing bills, the market was temporarily paralysed 
for want of funds. Dealers on the open market were all 
the more crippled by the banks calling in ^heir loans, and as 
a result, the M-brokers were forced to seek accommodation 

* Rates on 29th July were: Bank bills, 3, 4, and 6 m/s. 41-5%; 
fin* trade bills, 3 m/s. 5%, 4 m/s. 51%, ? m/s.''51%. 
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by borrowing irom* the* Bank of Ei^land and selling 
to it * short" bilU. This wa? on 29th July. By the 
30th July the London Stock Exchange was in the toils, 
finding itself unable to absofb the large quantities of 
securities which ha3 begn forced 'o» thff market from all 
quarters, and the severity of the strain led to tho closing 
of the Exchange on the following morning, until further 
Notice. • , 

The drain on the Bank of England’s stock of^gold has 
already been referred to, and 0 |i 30th July it fiecame neces¬ 
sary to tali# precautionary measures b/raising the official 
rate from 3 per cent, to 4 per cent. The demand on the 
joint stock, banlds, however, continued unabated* and in 
consequence, loans were called up^in all directions, whicjji 
simply meant that fjie discount broker? were again obliged 
to go to the Bank of England for assistance. . At the outset 
the Bank discounted their short bills at 6 per cent., bal 
as the day went on, the pressure increased, and in pro¬ 
portion to the borrowings the; Bank? raised its charj'es^ 
until 10 per cent, was charged for discounting bills with 
about fifteen days to run. On loans for a week, the rate 
was stUl higher, as ftiuch as 10| per c^nt. being charged 
and paid, • The rot had set in, and to check it drasiSc 
measures obviously were necessary, ^therefore the Bank 
took the unusual step of altering ijs Rate on a Friday, 
advancing it ta 8 per cent. LonSon borrowings v/ei» 
not the only reason for this action; it was quite as 
much due to the heavy withdrawals jef gold from the 
Bank for foreign accountf for during the day (31st *JulyJ, 
no less than £1,204,000 *was taken for shipment to the 
Continent. • 

As The Times remarked en the following day, ^ per 
cent, is by no means an unexampled rate in the history 
of the Bank of England, and the table, given by that 
paper, is interesting as recording the datte on which 
8 per cent, or more was fixed by the Court of 
Directors. 
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Period.' 


tfute. 


Peripi 

V 

Rate. 

Oct. 

25th. 

1847 .. . 

8% 

Aug. 

4th, 

1864. 

.. 8%* 


19th, 

1857 . . 

8% 

Sept. 

.8th, 

»»* • 


Nov. 

5th, 

1857 . . 

9% . 

Nov. 

10th. 

»» • 

• 8% 

M 

9th, 


10% 

Jan. 

4th, 

1866. 

. 8®/„ 

' Dec. 

24th, 

, 

8% 

Ma^ 

8th, 

n > 

■ H 

Feb. 

14th, 

1861, . ^ 

.18% 

,, 

■nth. 

». . 

■ 9% 

, Dec. 

3rd, 

1863 . . 

8% 

f 

12th, 

„ , . 

■10% 

Jan. 

90th, 

1864 . ' . 

• 8% 

Aug. 

16th, 

„ . 

. 8% 

May 

2nd, 

»» • • 

,8% 

No/ 

‘1st, 

1873. 

. 8»/„. 

5th, 

»* 

9% 


7th, 

>> • 

■ 9»4 

„ 

19th, 


8% 


20th. 


■ H 


Bank Pat?, during 1914, at 3 per cent, from 29th 
January to 29th July, it was raised to 4 per cent, on 30th 
Jidy, to 8 per cent, on 31st July, to 10 per iient. on 1st 
August, reduced to 6 per cent, on 6t}). August, and to 
5 per cent, on 8th August, 1914. , ' 

. Not taking into accoant "Sunday, 2nd August, and the 
Bank Holidays from 3rd to 6th August, we may say the 
actual crisis ‘lasted four days oi^ly. We use the word 
"cnsis advisedly, in pref'erence,‘in fact, to the much stronger 
term " panic,” which is held by some people correctly to 
dercribe the situation. 

Government Action. 

The consensus of opinion, outside banking circles, seems 
t» be, that the action by the banks in calhng up all their 
loans from the discount brokers and other similar borrowers, 
to some extent preogbitated the crisis, inasmuch as that 
ccourse of action enhanced the already heavy demands- on 
the Bank of England for accommodation. The London 
banks, however,-were not alone in their ultra-cautious 
policy. Practically the whole'-Continent, from Paris to 
Petrograd, and from Amsterdam to Vienna and Rome, 
was seeking to convert paper into cash, added to which the 
great banks in Paris and Berlin were hoarding gold against 
emergencies.* Fortunately, the prompt measures taken 
by the Government in consultation w^h the Bank of 
England authorities, were effectual in sta 3 dng the timidity 
with which a large section of the community had begun 

‘ Cf. Economist, 1st August, 1914. 
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to view the abnofcnal'finaaciftl situation that even stronger 
meaSui^ would ha\w been taken had circumstances called 
for them, is evident by the'frank way in which the Press 
were allowed to announce, on Jlst August,* 1914,* that pr^ 
posals were under consic^ration Mr t)bta»ning the Govern¬ 
ment’s assent to the suspension of tile Bank Charter Act, 
of 1844, the effecf of which jvoitld have been to enable 
the Bank of England, if necessary; to is^e notes without 
holding gold against thei*. To paraphr^e thg leading 
article of The Times of 1st Ajigust, in the opinion of the 
Government that course was not then Actually necessary, 
but the Chancellor of the Exchequer was understood to be 
ready to giye thi Bank authority to act, merely by the 
issue of an official letter fr(»m khe Treasury, and'«the 
announcement that should the situatieJh require, he would 
issue the necessary letter, no doubt went ^ar to restore 
the confidence of the City and all connected with it. ■■ ’ 
Of the American money market we need say little at 
this stage. With the outbreak of w&r the other centres 
turned their attention to the New York Stock Exchange 
for the realization of their securities. The increased 
business was too mu8h, even for American ideas ; within 
a few horn* the extensive liquidation completely demorSl- 
ized the market, and, after holding up bravely as the world’s 
dumping ground for the sale of s^cks an^ shares, the 
Exchange bowed to the inevitable *and closed its door* 
on 31st July, until further notice. 

In the New York money market proper, the position, 
although not “ panicky,"*\Vas uncemfortable: call money 
was unobtainable—“ no quotation,” the papers announced ; 
international exchange operations wefe at an end, and the 
discount market was in a state of paralysis. ^ 

Having briefly considered the effect of war on the 
principal monetq^ centres, we may pursue the matter a 
step further, and examine the manner in whifli the foreign 
exchanges fluctuated owing to the economic pressure on 
the world’s marUets, Cftramercial as well as financial. 



CHAPTER X 


THE FOREIGN EXCHAN^jES AND- THE GREAT WAR 

* ' . " 

When we realize that for a period following thtf outbreak 
of war the credit systein of the pri/icipal markets of tbe 
world had broken down, it is not surprising to find that 
the foreign exchanges went literally to pieces, too. Their 
coiiditiorffroBi the end of July to the second or third week 
in August, 1914, rJmost bi%gars description. ^ The state 
, of.the money markets was chaotic, that of the principal 
foreign "exchanges—if there be degreer t)f chaos—even 
more so, and the complete disorganization of the exchanges 
did much to intcnsi/y tile shock which the credit of prac¬ 
tically every country in the world had sustained in the 
4 ; 4 rly days of August. ^ <• 

The following table drawn up by the Economist in 
December, 1914, gives the position in a convenient form. 
X'/e' have added a column giving the actual rates in 
operation at the time this chapter w'as written, March, 
1915. 


% 

Cheques: Telegraphic^ 
or Mail Transfers. 

Kate 

just 

1 

Since War. 

Rates 
Current: 

prior 



19th Dec., 

t 

^to War. 

Lowest. 

Highest, 

1914. 

«> 

Paris ...... 

2.S.16 

24-00 

25-50 

25-06 

Switzerland .... 

2.S.17 

24-00 

26-00 

25-50 

Brussels and Antwerp . 

25-29 

'24-00 

27-50 

— 

Amsterdam . . . ’. 

12-15 

'il-70 

12-60 

12-00 

Italy.. 

25-50 

24-00 

28-50 

25-57 

Madrid . ... . 

26-10 

24-45 

26-70 

25-92 

Lisbon. 

46i n 

35J 

41 

37H 

Petr(^rad . . . 1 . 

97-20 

no 

120 

118i 

Christiania . . . . 

, 18-30 

18-30 

19-20 

19-27 

Copenhagen . . . . 

18-30 

18-30 

19-20 

19-27 

Stockholm . ^ . 

18-30 

18-30 

'19-20 

19-27 

Berlin . . '. 

20-531 

— 

— 

— 

Vienna . . . .^ . 

24-32 


.... 


New York . . . . 

4-93 

4-!}3 

, 5-00 

4-88 
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• 

• 

• 

• 

— - — j 

• • 

Extremes quoted 
about 

1st August, 1914. • 

• 

Rates 
quoted 
19th Mar., 

. 1915. . 

• 

Paris., . 

24-00-2J-00 

25-?5-25-4# 

Switzerland . . . 

Nominal 

25-92-«26-15 

Brussels and Antwerp . . 

•24'80-26-00 

— 

Amsterdam. 

n-9a-12-60 

12-08-12-13 

Italy. 

26-00 sellers, no bfiyers 

27-80-28-10 

Madrid. 

24-00-25-90 , 

2^30-24-A5 

Lisbon. 

42 * 

34}-35} 

Petrograd. 

12.f sellers, nojjuyers 

113-115 

Christiania *. 

, about 18-50 

19-25-19-45 

Copenhagen. 

„ „ 

„ 

Stockholm . . • *. 


• 1, 

Berlin . 

21-00 sellers, no buyers 


Vienna. 

24-6ft ., 


New York. 

• 

about 6^0 

4-79H-^ll| 


The rates shown inMiis table testify to the severity, "f 
the breakdown, and the universal way in wjiich the foreign 
exchanges collapsed was one pf thewvorst features of the 
problem with which the bankers and financiers have‘hid 
to deal. 

At the commencement the stagnation in rates was to a 
very great extent the result of the wild movement^ in ‘ 
quotations for the various forms of capital, reference to 
which was made in the last chaptej* the enormous mone¬ 
tary claims which had been in process of fiquidation left 
exchange markets in a debilitated condition, and when 
markets did begin to recover, operatipps were insufheient 
to put the financial maeliinery in motion again, ^-et the 
reader just imagine tlfe position. ‘Business, speculation 
and investment all over the world were in a state of inani¬ 
tion : not only were the principal stock exchanges and 
bourses closed sine die, but the majority of the commercial 
exchanges werp in a Uke position. In Great Britain it 
became necessary to cease dealings on the* London Metal 
Exchange, the Coffee Market at Mipcing Lane, and the 
Seed and Oil rearkete on the Baltic Exchange, and most of 






104 FOHEIGN EXCHANGE AND FOREIGN'BILLS 

the wheat and grain centres were similarly siffected. Thero 
is no need to multiply instances, bi^t an examiliation 
reveals the fact that markets throughout the entire world 
wfere in no'better state. ^ 

Such events demonstrate in a ^.rikihg degree the close 
rdtationsbip betweenmoney and'the exchange: they 
show fhat the different formp of money fn one part of .the 
world are affected by occurrences on other markets, and 
the fact that there ensues a stoppage of trade and specula¬ 
tion in commddfties such as ^rain, coffee, meal, oil, cotton, 
etc., may be taken tis proof positive that the world’s credit 
facilities are part and parcel of one great fabric—any 
weakeniifg or dislocation at one point 'must,, in conse- 
queijce, react on other parts of the machinery. In such 
circumstances, Loniijn, as the greatest exchange centre 
in the world, ij the first to feel the effects, and the more 
eufthange facilities are restricted iff London, the greater 
will be the loss in other centres, for, as Mr. Lloyd George 
cogently remarked, in the {ibsence of exchange facilities, 
gdbds can neither be imported nor exported in any 
appreciable quantity. ^ 

Apart from the interruption of communication between 
certain countries, and the subsequent cessation of.arbitrage 
business with the chief centres, it is a matter of some 
difficulty to place thi,finger on the exact cause of the 
njovements in rates; ' all we can do is to examine the 
exchanges of the more important countries and endeavour 
to trace the reasons ./or the rise and fall, as the case may be. 

'■In its issue of 12th' September, 1014, the Economist rather 
dissents from this view, preferring to take the state of the 
exchanges and the difficulties of the bill market more as a symptom 
than a cause. " The bill market qannot make trade which does 
not exist," says the editor, “ and the absence of bills merely 
testifies to the absence of trade." 

In some cases, this via,i no doubt true; but many instances 
came under the author's notice during the first lew weeks of the 
war. when bills vfoie offering in fair quantities, but exchange banks 
and dealers refused to take them, owing to the uncertainty of their 
being able to procure feturn remittances from the countries for 
which shipments were destined. 
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Efiect on Foreign Exchanges. ^ 

FftAikiE.* Refereace to our table will show that just 
before the war Paris cheque was quoted at 25 f. 16 c. to £1, 
but immediately the fear of war became ’definite, France 
proceededjto replenish h« exchequer'by rtalizing securitiej, 
clearing out portfolioij of London bifls, and calling jn all 
bdlances held in this country^ As a result, remittances 
in London on Paris were rapidly eihaustad, and when the 
scarcity became pronounced, those who were under ihe 
obligation to remit, bought gol^ to send to France. These, 
very brief!}* expressed, are ^he reasons tor the fall to 24 f. 

In New York, tl|f quotation on Paris was even worse 
than the London rate, dealers? being willing to give oblj 
Fes. 3’25c. to the dollar. * 

Germany. German exchange, from th* commence¬ 
ment of the war to the end df the year 1914, is a complex 
subject to enlarge upon, and most people have preferred 
to study the course of the exchange* with that countjyj 
from data obtainaljle in New York. From the various 
rates cabled by The Times and other correspondents, it 
is possible to get some idea of the movements. 

The par (»f exchange. New York/Berlin, is approximate!^ 
95J cents to 4 marks, and as we havf already explained. 
New York quotes Berlin exchange in cents Jto 4 marks. 
At the end of August the rate was 96J, by the end of* 
September it had depreciated to 94|, and continued to 
fall rapidly for the next two months.. ¥he Royal Statis¬ 
tical Society’s correspondent gave* the quotation at thj 
end of November as 85| cents, or 9-7 per cent, discount 
on the gold parity. In the early day^ of December, there 
was rather a remarkable recovery, th^ rate being qqpted 
on 8th December at 92^ cents to 4 mafks, but, as the same 
authority indicates, the upward movement did not last 
long, and towards the end of the year The Times' quotations 
on an average represdhted a discount'of about 7J per 
cent. 
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It is said that earlier in the'yeai 19i4, the German 
financiers had sold a considerable part of their American 
investments, and the fund created by these sales is esti¬ 
mated to have provided a certain amount of credit against 
which drafts cotlld be'drawn. ‘Certainly, the recovery 
in Berlin exchange in New York early in December may 
be attributable to credits raised by the realization of 
securities on the New York market, since, “ the restraints 
on German trade hindered the export of goods in quantities 
sufficient to provide the means of payment for desired 
supplies.” 1 ■■ I 

By way of a further corrective to its unfavourable 
exchange with Continental countries, Germany sent gold 
to -'Holland and other- Scitodinavian countries, but the 
improvement in every direction was merely temporary; 
exchange soon fell to its former low level, and at the time 
(fl writing (March, 1915), tliK quotation, worked through 
Holland, indicated that German exchange with London 
had depreciated to about 42 per cent. 

There is a tendency in some quarters to discredit the 
statement that Germany was compelled to part with gold 
in order to pay for imports from Holland and Scandinavia, 
Wit facts which have come to light go to prove that she 
certainly did export gold. Of the war indemnity 
exacted from France- in 1872, £6,000,000 was allocated 
"for the special war chest to be kept in the Julius Twer 
at Spandau. This reserve was known to consist of a large 
proportion of British sovereigns, and during the first 
week in March, 1915, a considerable number of these coins 
found their way back to London via Scandinavia. The 
sovereigns were those bearing the Victoria effigy and the 
" Shjeld " reverse, of which* a large number was minted 
during the years 1838 to 1874.® Consequently, when 
the bankers in London, to wh,om the goliLfrom Scandinavia 

1 Journal of the Royal Statistical Society, January, 1915. 

* From 183^70,1'18.208,324 “ shield sovereigns were minted ; 
from 1871-74, “ shield ” and “ dragon ” designs were used 
concurrently. 
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vfas consigned, Inund it fo tonsist of n^ny new sovereigns 
beaflnj the date 1872, it was at once apparent whence 
the shipment had originated. Further evidence of thep 
having been taken ^ram Geiroan^’s war chest was found 
in the faqj that some of the corns Vere’actually receivqji 
in the identical bags-,and boxes in which they h&d been 
packed when leaving the Bank* of England forty-three 
years previously, and no little sulprise was evidenced in 
banking circles when it betiame known that /lo effort had 
been made to conceal the plgce of ori^n by removal of 
the old Baftik of England Jabels. 

The heavy iijcreases registered in the gold r^erve of 
the Netherl^mds k%nk from time to time during the war, 
may also be taken as indisputible^evidence that Germhny 
was forced to exporhgold to Holland in support of exchange 
and to pay for supplies.^ • 

In the month of March, 1^5, the* direct rate. New York 
on Berlin, steadily depreciated: the quotation on 1st 
March was 82J; on 18th MaKh, 8^; 19th Meirch, 83* 
and on 20th March, 4 marks were worth only 82J cents. 
On the last quotation, therefore, German exchange with 
New York showed a depreciation of 18 per cent.—a per¬ 
centage wMch made foreign imports very dear for Germanjr, 
or, conversely, depreciated the value of her exports, if ■ 
any were possible via neutral counljies. . 

Spain. The bther European rates all present feature? 
of interest, the fluctuations in most cases being directly 
traceable to increased foreign trade due the war. Spain, 
for instance, derived corfsiderable* benefit from the com¬ 
merce which was diverted to that country from France; 
in fact, during the early days of fhe war the Spanish 
exchange achieved a record^ being egual at one tigie to 
about 48|d. to 5 pesetas, as ^ainst,the normal quotation 


of slightly over*45d. 

Holland. The par of Exchange, Amsterciam / London, 
is FI. 12-107 to £1, tUe extremes reached on the outbreak 
of war, FI. ll.SO to*Fl. 12B0, and the quotation, 19th 
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March, 1915, FI. 12.08-12.13c!, 'from which it may bt 
gathered that, although the fluctuations were fairlj' Wide, 
the rate on London was, generally speaking, well main¬ 
tained. Tne quotations w?.th Holland were, of course, 
affected by the exports, 'ahd a decline of nearly one florin 
from the high rate (Quoted at the commencement of the 
war, recorded by the EcO/iomist in October, was obviously 
due to the greatly enhanced exports. The fall, however, 
was only,temporary, and rates'"soon recovered. 

Italy. Italian exchange,fluctuated widely for a time, 
and was quoted at'the beginning of August, 1914, Lire 26 
to £1, on the gold parity of L. 25.22^ = £1, approximately 
3 per cent, against Italy. This was i^ part to large 
imports of coal, pa 5 ?ment for •which was rendered extremely 
difficult owing to the existing financial strain. On 19th 
December tha rate had improved to L. 25.57, but by 
rsth March, 1915, it was giflen in the foreign exchange 
quotations as L. 27.80 to L. 28.10, a quotation considerably 
ip favour of England. 

Russia. Reference to the foreigp exchange table 
given on page 42 will show that the Russian sight 
exchange on London was quoted on 17th July, 1914, 
Rbl. 95.75 to £10, and the extent of the depreciation of 
, the rouble may be ,gauged from the quotation on 1st 
August, 1914—Rbls. 125, which indicates that the rouble 
kad depreciated about 32 per cent., taking the gold par 
as 94.58 to £10. 

The reason for this heavy fall in the value of the rouble, 
in the'first instance, was presumid to be due to the large 
purchases of gold which Russia had made just prior to the 
outbreak of war, payment for which exhausted all avail¬ 
able sterling remittances. Sume improvement in values 
was apparent by the middle of September, when the quota¬ 
tion was 107i, but by the beginning of October, viewed 
from the Russian standpoint, the rate fell again to 120; 
nearly 27 per cent, depreciation in Russian currency. 
By the end of the year 1914, the rouble was quoted 
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147 to £10 ste5ing,*and! as we see our list, on 19th 
Mart:h,*l915, the Eetrograd quotation came through as 
113-115. 

In common with other counVies, Russisfii exchange was 
dependent to a great extent on’Hei* forsign trade, and in 
March, 1915, she was sorely handic’apped. Her’e^porfe 
of frain, provisions, sundry, raw materials, and semi¬ 
manufactured products of Russian agriculture, etc., were 
restricted by the closing*of the Dardanelles,,,and the 
cessation of trade with Geynany and otfier countries 
via the Baltic ports and the railways dver the west fron¬ 
tier. The closing of the Dardanelles was bad enough, 
since that, definit^y precluded Russia from exporting 
from the ports on the Black* Sea and the Sea of Awij, 
but when a considerable portion of Aer exports and im¬ 
ports ceased through the suspension of na’iigation in the 
Baltic, matters became seriiHis. Then, there was another 
not unimportant factor to be remembered. Many of the 
ordinary commodities she habitually* exported were coi^- 
sumed by the enoryious army she was obliged to maintain 
in the field. The upkeep of this army, in fact, also entailed 
the importation of a vast amounl^ of produce and 
commodities from other foreign centres. * 

Summarized, the difficulty in jirincipic was this: . 
imports in Russia’s case could not lie paid fqr by exports, 
aiM the importers consequently were unable to procure 
the drafts by means of which, as we have shown, foreign 
indebtedness is liquidated. The troqblEr was all the more 
acute because many imp(}rters had purchased conunodife 
from abroad, which they were perfectly willing and able 
to pay for, but short of sending gold* no method of remit¬ 
tance was available, for no* exporters’ drafts were,to be 
purchased. But here, again, the Mjould-be remitter was 
estopped; he c^uld not seqd gold, because for the time 
being, under the law of 10th August, 1914,'the exchange 
of bank notes for goM was suspended 4n order to protect 
the gold reservfe of fhe State Bank of Russia. 
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The adverse position, as Professor Migulin* rightly 
pointed out, was due entirely to tbejact that with-the 
cessation of Rjissian export trade, the demand for Russian 
currency had been sharply qurtailed? while, as the outcome 
of Russia’s need fer an entire series of foreign commodities, 
the demand for foreign currency had increased. As the 
result of all this. Great-Britain's trade with Russia-had 
almost ceased, fqr with-such a high level of exchange, it 
was practically impossible for 'iraders in Russia to remit 
to London except at ruinous^rates. 

How, then, was‘the problem to be solved ? i. 

The first expedient Russia hit upon for assisting the 
exchange position, was the very natural one pf shipping 
gold, of which £8,000,000 worth was sent to England in 
November, 1914. 'in order still fiuiher to ameliorate 
the adverse exchange, the British Government provided 
Russia with an additional credit o'l £12,000,000, proceeds 
of an issue of Treasury bills on the London market. The 
provision of this credit rehabilitated the exchange in a 
limited degree—the depreciation dropped to 14 per cent.— 
but as the credit was largely used for financing the Russian 
Government’s owij, expenditure on' war materials, the 
iiKrease in the credit did not assist much in restoring the 
normal exchange, and the problem consequently remained 
a serious one for thg commercial community. Further 
provision therefore became necessary, and as a result'^of 
the historic conference between the allied Finance 
Ministers in Paris,-the amount to be raised in Treasury 
bills on the London market was increased by £20,000,000 
to £32,000,000, ® and the effect oi this was to bring down 
the exchange to the more workable figure of Rbl. 113 to £10. 

* TKe Tmes Russian Supplement, 15th January. 1915. 

• The arrangement was announced in the following terms on 
4th December, 1914— 

" His Majesty’s Government ajjreed with th? Russian Govern¬ 
ment, in consideration of the shipment of £8,000,000 in gold from 
Russia to London, wjiich took place a few weeks ago, to arrange 
with the Bank of England to discount, ijnder a guarantee of ifis 
Majesty's Government. Russian Treasury Bills to the further 
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.The interest \his,opeiatjon*created in circles outside 
the i^hjre of bankiijg is shown by the comments which the 
Spectator made on the occasion of the issue of the Treasury 
bills, and as the analogy drfyn in that' time*honoured 
periodical is a very Acceljent one,»k is wofth while quoting. 

• • . • 

“ To understand,how the difficulty is to bl anet,” 

*s5ys the writer, " it is only necessary to realize that, 
though international commerce* is primarily a matter 
of the exchange of goods* against goods, it js setondarily 
a matter of the exchange pf goods against permanent 
securities If, for exaijiple, the Argentine railways 
want a fresh jupply of rolling stock from Great ^Britain, 
they can«btain k by issuing new capital which will be 
taken up by British investors, Whose money will gd tc 
pay for the rolling stock, and who in return will acquire 
a permanent lien upon the profits of* the railway. 
Exactly the same method fs being employed to meet the 
temporary commercial difficulties of Russia. The 
Russian Government are now raismg money upon th« 
London market, by means of Treasury bills. The 
money thus raised is used to pay for produce that 
Russia requires to buy, and the investors in Treasury 
bills acquire a permanent claim upon the Russian 
Government. Simultaneously, the Russian Government ‘ 

an^unt of ^12,00(^000, the rate of discoSnt to be bn the basis of 
the rate at which the British Government has been from time to 
time able to borrow for its own needs. 

" By these means, the Russian Government obtains funds in 
England to the total amount of ;^20,00(f|(l’00. Out o^ these, 
;f8,000,000 is to be applied %y the Russian (Jovemment for the 
purpose of providing exchange for Anglo-Russian trade. Tltis 
exchange will be available for new transactions, as well as for the 
discharge of exi.sting indebtedness. * 

" The bailee of ^12,000,000 i,| to be used for paying the coupons 
of the Russian extemail debt and the inteijst upon other ewtemal 
obligations of the Russian Government which are payable in London, 
and for financing Russian Government purchases in the United 
Kingdom. It willenot be applied to financing purchases outside 
the United Kingdom, except after consultation with His Majesty's 
Government, in cases wljpre the British market is ^nable to supply 
the article required, and orders have conseqfiently to be placed in 
the United States'or Caftada." 
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are collecting from merchants in Russia' money owed to 
England, and giving in exchange^ Russian Ure^ury 
biUs, which, are handed over to the persons in England 
to whom the'Russians owe the money. By this means 
the Russian Government are able both to assist their 
subjects to pay debts in Londoii and to acquire the cash 
for carrying on the wcr.” 

The whole procedure is a striking instance of the manner 
in which Continental nations held tight to their gold when 
the odds are overwhelmingly against them, and it seems 
to be a moot question whether Russia would not have 
done better to meet her foreign indebtedness by the 
release of gold, of which metal she is‘reputed to have 
immense stores... •> 

America. The position in regard tq, American exchange 
was analogous with that of Russia. Following the out¬ 
break of war, American exchange, like that of Russia, 
became utterly disorganized, and the extent to which the 
dollar depreciated was even more pronounced than the 
depreciation of the rouble. There were two chief causes 
for this disorganization in the United States currency: 
(a) the abnormal liquidation of stocks and shares on the 
New York Stock Exchange, which commencad in July, 
1914, and grew in intensity until the commencement of 
hostilities; (6) the almost unprecedented indebtedness of 
America to Europe, estimated at abo’it $250,000,000 
(£50,000,000, taking $5 to £1). In such circumstances 
foreign exchange.was reported to have disappeared, which 
is true, theoretically, since quotations were unworkable. 

A few words, taken from The Times correspondent’s 
dispatch, summarize' the position. Sight exchange on 
London, normally $4.86, seldom higher than $4.89, rose 
to $i0O, to $6.00,'and, finally, to $7.00—a rate nevei 
before witnessed. 

In the ordinary course of things. New York could have 

‘ On 21st July, 1914, the Imperial Bank of Russia held gold tc 
the value of ^174,509,000. 
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cwrected this afeiormal position by shipments of produce, 
following her usual autumnal procedure, whdn she exports 
enormous quantities of cotton, grain, meat, and other 
food-stuffs to Great Britain aa4 other Eurdpean Countries, 
and takes back goli for»any exttfes^balaoce due. As she 
was debased from malTing these shipments on tb§ ouf- 
break of war, however, the usjiaf means of cancelling her 
indebtedness to foreign countries Was denied her, and the 
results were disastrous in tbe extreme. • . 

Gold had been leaving the^ States in large quantities, 
and more would have been shipped but lor the suddenness 
of the crisis. It will be within the reader’s recollection 
that the Krfnprinz^ssin Cecilie had sailed from Nfw York 
on Iffith July, 1914, with a consignment of gold to Eur(^ 
pean banking housi^, valued at abouf £2,000,000, but to 
avoid capture, she put back into the Bar Hvbour, Maine, 
U.S.A., on the 4th Au^t.® . 

In war time New York might conceivably consider it 
inexpedient, or even undesirably to ship gold; she wo^d 
prefer to send cottqp, wheat, etc., in payment of indebted¬ 
ness, but with that means of settlement cut off, and pari 
• passu, the bills of‘exchange, one’s thoughts naturally 
turn to goW. Here, again, adverse factors crept into tile 
calculation. In norm^ times it is safe to estimate the 
cost of shipping gold to London frc^n New York in large 
quantities at about $2 per £100; "the par of exchange^ 
New York/London, given in our table on page 23, is 
$4-8665 = £1, or $486.65 = £100; par,, plus the cost of 
shipping gold would be $468.66, and whenever the exchange 
goes higher—say $489.0(5, gold shipnients will commence. 
In the early days of the Great War,diowever, there arose 
exceptional circumstances, dargely a matter of Ijjstory 
now, but which were similar to those cases which econo¬ 
mists have cons^ntly referred to in alluding to the theo¬ 
retical gold points. We have in mind the special circum¬ 
stances which cause shipping charges ior gold to exceed 
the amount pi%scriUhd in calculating the gold points. 

9—(«WS) . 
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In the case of the European vrai*in5ifiunc'e rates from Nhw 
York to Lon'don rose as high as 1 per cent, on 50th and 
31st July, 1314. * One per cent, increases shipping charges 
by approximately |5 per ^100, making the outgoing gold 
point $491.65, 'and “ aftCounts to some extent for the 
imp^ralleled exchange which existed. ^ 

In view of this remaflcable situation, foreign exchange, 
if not at an end, was almost in extremis between New York 
and other monetary centres. ' True, towards the end of 
August, some sort of New, York rate on London, as the 
Economist remarked, was re-established at a little over $5 
to £1, and quotations of a sort were also obtainable with 
Holland, France and Spmn, all, however, quitfl nominal. * 
With characteristic energy. New York soon set to work 
to remedy this senous menace to her commerce. Loans 
were raised,, aggregating $182,000,000 (£36,400,000), of 
which $82,000,000 was apjhied to meeting New York's 
European indebtedness, and $100,000,000 to assisting in 
the rehabilitation of the foreign exchanges. In each case, 
the amounts raised were in gold, which, under an arrange¬ 
ment with the Bank of England, was shipped to Ottawa, 
in instalments, and received by tKe Canadian Finance 
Minister at an agreed exchange of $4.90 to “the poimd 
sterling. This, as the Americans point out, was a high 
exchange for debtors to pay, but shipping conditions 
■made it cheaper than forwarding gold to‘London. " 

The efiect of this Ottawa arrangement was equivalent 
to opening a huge- credit in London; against the deposit 
of gold the bankers were placed in the position to draw 
bills on London, thus providing a means of remittance to 
those who were under the necessity to settle indebtedness. 

A |imilar arrangement washnade by the French Govern¬ 
ment, which deposited $6,000,000 in New York with 
Messrs. J. P. Morgan & Co.,, for the purpose of re-estab¬ 
lishing exchange between France and the United States, 
* Cf. Intemattonal Trode and Exchange, 'H. G. Brown (New York), 
page 107, ' 

' Economist, 22nd August, 1914. 
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, » . . 

which, on 31st *Jul^, l^l4, reached the rpcord rate of 
fr. Jp2?to the dollar. 

We have now to examine the other side.ot tl^e picture, 
the case where rates, instead h/hein^ in favour of London 
are agfainst us. At th| time of* wqting,* the exchange 
New York / Londqp, touched the lowest point on record— 
$ 4 !^^ to the pound sterling, of Sj^cents below the import 
specie point, $4.84i: but ^old did not 16ave England for 
America, notwithstanding the fact that the sate# demdn- 
strated Great Britain to be debtor to^ the U.S.A. The 
reason, of ?ourse, was that shipping charges, insurances, 
etc., during the max were prohibitive: but then tljere was 
the stock aacumulated at Ottawa, which might possibly 
have been released. As a matter*of <^ct, some of it was 
sent to New York,** and one of the largest banks, the 
National City Bank o{ New York, commuting on this 
gold held by the Bank of fengland in Canada, acknow¬ 
ledged the British right to retain the petal, even at some 
sacrifice. The Bank of Englafld was not, as they saidt 
obliged to receive gold at Ottawa during the autumn of 
1914 in lieu of pajun^t in London, but to relieve American 
distress, it agreed to do so at the rate Dt $4.90, in itself^ 
high rate, ^et. in the light of the adverse circumstances, 
cheaper than shipping gold to Londan. 

In the case just described, the caifee of the rate’s being 
so much against Great Britain was our heavy debit balance.* 
During August, 1914, there was a balance of approximately 
$19,400,396 (£3,880,079) against New>il ork, but with the 
re-establishment of exchange and ‘the, enormous improve¬ 
ment in America’s foreign trade, the monthly bsdances 
against London advanced by leaps and bounds, and were 
given as, September, $16,34f,722; Ostober, $57,305{074 ; 
November, $79,299,417; December,^ 1914, $131,863,077; 
January, 1915, >145,536,103/ , 

• March, 1915. 

• The National City Blink, New York, sa/ a laflje amount was 

released at the rate of 77». 3i per ounce for gold Eagles, equal to 
*4.81 to £1. .. . 6-5 1 
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In dealings with American exch&nge' we have tlius 
examined two extremes; one where' exchange ^eat far 
above the ofitgoing specie point, and the other where 
exchange fell below the^ ihdoming' specie point, and the 
question arises; howrare the sellefe of bills affected in such 
cases'? Briefly, with t|ie high ratt, say $6 to the pound 
sterling, the seiler of sterliflg bills could only sell his''bills 
at that price to‘’the person who was obliged to remit to 
Great BSritaiu, and as the latter found it impossible to 
send gold, he was, faced with a heavy loss; consequently, 
such conditions spread over a vast number of transactions 
meant ,ruin to a large section of the American public, 
hence the action taken to remedy the trouble. 

' fn the other case, jt is the ^Uer of sterling who would suffer. 
Low exchange indicates, among other things, a large supply 
of bills, and in times of crisis holders of bills are unduly 
anxious to obtain cash,' even at a sacrifice, and there will thus 
be a large mass of creditors selling bills at the lower rates 
•rather than wait for the gold which must come sooner or later. 

The same principle holds good when it is the banks 
operating: the high interest rate^ prevailing at such 
^jmes, make it unf>rofitable for either side to be out of its 
money, even for relatively short periods, as ftie interest 
charges will speedily absorb any profit which might be 
obtainable by importing gold from abroad: the time taken 
“for the gold to arrive is the adverse faUor in the case. 
Some account must also be taken of the increased risk 
and other adverse''iactors which we have mentioned, all 
©f which militate against the influx of gold. 

In this chapter, it has been possible to touch on but a 
few of the complex monetary problems arising out of the 
abnchmal situation, in which the world finds itself to-day, 
but sufficient has been said to indicate the force of the 
economic pressure resulting from the tear upon centres 
both near to and far removed from the scenes of conflict, 
and ail thin^ considered the advantages to any particular 
country are infinitesimal. 
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•Since these remarks weref written the principal rates of 
exchSinge between this country and foreign* centres have 
fluctuated in a remarkable manner. In seme cases the 
levels reached have broken. *11 previous records, and 
although various remedi« have Ifeeh applied their cumu¬ 
lative effect has not j been sufficient to counteract the 
adverse influences wmch have Irisen since war began. 
Most of the European nations except Great Britain appear 
to have abandoned all pretence at maintaimng 4he geld 
standard; many have also prohibited the export of gold, 
and in defsRilt of gold shippients we a^e hardly yet in a 
position to perceive, much less discuss, the final effects of 
the other cprrectiv^ which the great financiers of two 
Continents are seeking to evdlve.* The full story of "thg 
artificial attempts t» bolster up the exclianges of the world 
must therefore form the theme for additional chapters in 
some future edition, but a co'mparison between the quota¬ 
tions given on page 42 and those appearing below will 

• * ^ ^ 

TABLE OF FOREIGN RATES OF EXCHANGE ON LONDON. 



Rate 
OcL 31, 
1919- 


Rate 
!>«:. 38 , 
1917. 


Usance. 


Lonpore.. 
'oiohama. 


io- 99-JI*I4 a 

i8*36-i6*83 
i7‘42-i6-34 • 
I9-58-i7*63 

45‘I5-30**5 
23.35_22.85 
2I-83-33-64 
26id.-33J 
97h97k - 
4-i6i-4-76i‘1, 
4'3tJ-4'83f • 

SsJ-SiJd* 
i4SH3ii a 

58H9H* 

28. oW.~TS. 6d. 

28. 0 d.-i8.6d. • 
3S. o][d.*'X8. 6dp 
4 s. 61^-38. 4i<f. 
6s.aQd.-S8. 2d. 

28. 4ld.-28.-4.Ad- 

28. 5td.-38. i|q. 


>0*94*98 

14- 37*44 
14*3*21 
15*30-30 
357—363 
39*75*8o 
20*70-80 

15- 55-65 

a9l—30l 
97 J—I 

4 ' 76 A--A 
4 - 7 »— 78 l 
S3i—54t 

b-S-SM. 

IS. 5-5*4. 

B. 5-5A4. 

35.01. 

».4;4i(}d. 
88. iX-a^ 


I Cheques 
Si^t 
Sight 
I Cheques 
Si^t 
Si^t 

Sight 

Sight 

Sight 

Sight 

Sight 

Sight 

Siglt 

Cable 

Cable 

T.T. 

90 days 
T.T. 

90 days 

Tii 

T.T. ; 
T.T. I 
T.T. I 
T.T. 
T.T. 1 


*y*22f 

20.40 

24.02 

12.107 

13159 

18.159 

18.159 

94-y7 

25.221 

25-22| 

25.221 

53J<1 

97l 

a' 86 | 

?.86 

47 - 581 ' 

16 

51 

xs. 4 d, 

IS. 4d. 
IS. 4d 


24-5M 


The reader is advised to colupare these rates -wTih thSse ruling in 1922 
e will then realize the^oU tlft war has taken of the monetary units of tb 
rorld. 
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abo afford an, inteKsting sidelight into the effects of war 
on the foreign exchanges. 

f 

War Exchanges. 

The tendency pf the oT.ewspapprs during the war was 
th refer.to the rates between the belligerent countries and 
neutral nations as WarrExchangesi’ The Economisf^sT 
instance, gave 'some useful figures showing, ifUer alia, 
the ■fralue on the money markets of New York, Amsterdam, 
and Switzerland of the unit of exchange from Germany, 
Austria, Russia, France, It^y, and Great Britain. Such 
details are of unusual interest “both for purposes of com¬ 
parison tod for future reference ; consequently, we give 
tables showing the movements during the war and after. 
The quotations are the sight rates whiqh were in operation 
in each market on the dates indicated. 



_L-. 

Par. 

«• 

1 

Dec. 31, 
1914. 

Dec. 31, 

19x5. 

Mar. $, 
1931. 


On— »* 
Germany 
Austria 
Russia 
France . 
Italy . 1 
Gf^Brit^u; 

95*38 cents to 4 marks 
30*36 „ I crown 

51*45 „ I krone 

5‘i8^ francs to i dollar 
5 ‘iSt Iiro to I 4 kMlar 
4*8666 dollars to fz* 

88| 

17-40 

41-50 

5 -i 61 

5 - 3 t» 

4-851 

761 

13*95 

, 

5 ‘fi 4 i 

6*6i 

4731 

, 1-615 

*033 

• 7*23 

3*66 
3-8375 

.. cents for 1 mark 

.. cents f, t krone 

.. cents „ 1 franc 

.. cents u t lira * 

.. dollars „ x poimd 

** sterling 


■ 


Par.' 

_ 

tOec. 31, 

Jolyi. 

Dec. 31, 

Mar. 9, 

Dec. 39, 
19x72 

Dec. SI, 

Mar. 3, 

« 




1914. 

1915. 

1915. 

,1916. 

1 >9X8. 

! 1931. 

On— 





1 

1 

41-83 


1 

4-65 

Germany 

59*30 : 

Borins to too marks 1 

54‘30 

50*60 

42-35 

45**5 

30*00 

Austria 

50*41 


100 crowns 

4a*75 

37-56 

29*00 

29*15 


— 

— 

Russia 

128*00. 


100 rouDl^s 

102*44 

93-65 

66*24 

67*00 

— 

— 


France . 

48*00 


100 francs 

47’95 

44*» 1 

38-75 

40*15 

— 

... 

— 

Italy . 
Otkitafn 

« 48*00 

Z 3 'X 0 | 


100 Ive e 
Ki 

46-50 

11-991 

41*0* 

11*93* 

32*06 

10*83 

11*26 

10*94 

IM4 

11*36 


SWITZERIAND. 




Par. „ 

Dec. 31, 
1914. 

4 

July I, 
1915. 

Dec. 31, 

*915. 

Mar. 9, 
19x6. 

Dee. 39. 
1917. 

Dec. 31, 
Z91S. 












Germany 

133*45 francs to 100 marks 

114*50 

*09*40 

99*70 

*92-871 

64*80 

50**5 

9-56 

Austria 

105*01 

„ TOO crowns 

91*00 

81*00 

67*11 

64-321 




Russia 

366*64 

9, too roubles 

317*50 

310*00 

156*60 

<64) 

... 



France . 

zoo 

ijoo frames 

tox*o6 

57-09 

f9-67 

88*8o 


—• 

•*• 


too 

too lire 

98-63 

88*87 

79*75 

78*10 


—• 

— 

Gt.&ttaiD 

33*33 


23-481 

36*00 

_ 

M-89 

S4-971 

fW*75 

33*^ 

23-S« 
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•We have added a aoluinn»giving some of the latest rates 
ruling OB 3rd March, 1921. Various alteratidns have since 
been made, and an explanation of the presont method of 
quoting will be found ki Chapter XXIV. * * 

Satisfacjorily to explain the “leffions* for the striking 
movements in exchange revealed 6y these quetjitions 
woh'ki require a book oy itself; b\it, in brief, we may say 
that in those countries with rat^ heavily against them¬ 
selves, the depreciation is*due to two chief causes: fisst, 
failure to ship gold in support of exchange; secondly, 
excess notff issues. , * 

We have refejred earlier in this chapter to the fluctua¬ 
tions in th^ value, of the pound sterling in New York, 
and, as we have shown, imnftdiately preceding the ‘wa:^ 
the rate for cable transfers on London in New York was 
abnormally high. It was, in fact, quoted# at $7 to £1 
on 1st August, 1914, though It is doubtful if much business 
was done at the price. At the end of 1914 the rate was 
down to $4.86J, and it continued td fall, until in July^ 
1915, the quotation was $4.77c. for £1. Then the British 
Treasury took action to support exchange and they 
instructed the Banlc of England to purchase American 
Dollar SeSurities in London and to transmit them fo' 
New York for sale. These operations were continued . 
until the close of that year, by whici; time some 
$283,000,000 wbrth of securities had been purchased# 
The range of fluctuations was from $4.77c. to $4.51c. 
On 15th December, 1915, Insurance ££d' Trust Companies 
were invited to sell or to Iban to the Treasury the America 
dollar securities they possessed, an(f on 31st December, 
a similar invitation was issued to tMfe general public, and 
a Committee was appointSd by the Chancellor ^f the 
Exchequer to direct and control tjje various operations 
on behalf of the»Treasury. , 

Various methods of inducing the public to wll or to loan 
their securities to th6 Government were cafried out from 
time to time, but ul^mately^ as the amount placed at the 
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disposal of the Treasury fell'short of that required fbr 
support of exchange, other means were adopted. In May, 

1916, there were no fewer than 909 securities which the 
Treasury '^was willing either to purchase or to accept 
cp loan. A special i'e(5{lest foi*^ increased, support was 
issued^ and, on 29th May, a resoli^ion of the House of 
Commons provided for an> additional income tax of^. 
in the £ on such securities as the Treasury, by means of 
special Ms, ^declared its willingness to purchase. This 
resolution was subsequently embodied in Section 27 of 
the Finance Act, 1&16, which iipposed the tax dh securities 
to be specified, which were not placed at, the disposal of 
the Treasury. These steps were very elective ? nd induced 
a_ large increase in both saSes and deposits. Additional 
securities were added to the published lists from time to 
time and various plans carried into effect for disposing 
of them on terms fair to the dWners. Then, on 11th May, 

1917, the acceptance of securities on deposit was dis- 
c,Dntinued, except as regarde such securities as were subject 
to the additional income tax of 2s. iv the £, but the 
purchase of securities was retained. 

^ During the time the operations of the Committee 
continued the nominal amount of securities deposited was : 
.Sterling securities, , £307,607,063, Dollar securities, 
£648,314,720, .other currencies, £21,096,800. 

'■Other securities were purchased for the purpose t)f 
maintaining to a modified extent the exchanges between 
London and HollanAtiand the Scandinavian centres. 

The scheme came to tin end By the abandonment, on 
6 th April, 1919, of the additional income tax on bonds 
retained by holders, 'and the cessation of purchases on 
28th 4pril. 1919- .The rethrn of registered stocks 
(£67,615,000) had beei). commenced on 1st April, 1919. 

The result of the endeavours, to maintain the New York 
exchange, to which the operations of the Committee con¬ 
tributed, was that practically a unifoihi rate of $4.76^ c. 
to £1, was maintained until 2)lst March, 1919, when the 



THE IFOKEI^ EXCHANGES AND THE GEEAT WAR 121 

cSntrol of excha'hgelvfas'relnovecl, and the market left to 
folloV Its own course., * 

Paper currency is fully discussed in themext chapter; 
but concerning golji/we n*a^ say that manjr nations 
appear altogether to h^e lost Stgft of»the real functiqp 
of gold reserves, ^hijh is first and foremost to "siipport 
excffenge. Even those nations ^hich have allowed gold 
to be shipped in support of exchange* have made the 
mistake of sending it n&rly all to one centne. Their 
doctrine seems to be to mak^ a heavy shipment of gold 
to the couhtry whose exchange is molt unfavourable to 
them, and to l^ave it there to work out the salvation of 
all the othw adverse rates through the media of arbitrage 
operations. A far better plSn Would be to diffuse’tlip 
gold among the whole of the centres whose rates are 
against the country. » 

For further enlightenment on the effect of war on the 
foreign exchanges the reader is referred to Chapter XXI, 
in which the author discusses in detail the paper currency 
gold reserves, andtbank deposits. Chapter XXIV shows 
in addition the position at the end of the year 1922. 



CHABTER XI 


THE EVILt INEl'iJENCE OF PAPER MONEY ON THE. 

FOREIGN EXCHANGES 

In Chapter VII we referred t6 the countries having a debased 
c^ency—depreciated piper, etc.—and it seemsi desirable 
at this point to say something further about the matter. 

Paper Currency. 

Paper currency is one of those necessary evils which 
have been handed dovra to us from our forefathers: its 
origin seems wrapped in obrcurity, but there have been 
plenty of writers other than economists who have viewed 
with misgiving the whole-hearted way in which impecunious 
States have adopted it. Even in the* drama* of Fausi, 
ssid'’to have been writteh afeout the end of the sixteenth 
century, the author makes the Devil thb inventor of paper 
money. The "Satire is perfectly applicable, but if the 
Devil had stopped with the invention of paper money 
his work would only have been half done. In the light 
of. present day experience,' the reader may perhaps be 
inclined to agree that in the centres where the printing 
press has taken the place of the Mipt and depreciated 
_ currency consequently is the order of the day, the supreme 
spirit of evil seems to have gone a step further, and entered 
into the minds of those who are entrusted with the 
administration-of publ!?; financial affairs. In saying thi^s, 
i*e have in mind the issues of inconvertible notes, and, 
what comes to pretty much the same thing, the over issue 
of not^ without tht^necessary metallic reserves—all in 
reality are forced issues.' 

Briefly stated, the effect of such issues, or indeed of 
any emission of paper currency, is to drive gold out of 
circulation, but the .currency* of the country does not 
depreciate, or, to put it another way, prices of com¬ 
modities do nqt begin to rise, until the paper exceeds the 
actual quantity of the metallic currency which has been 
superseded. 'When hve get to that stage^ prices rise in 
proportion to the increased issues, so tiiat in course of time 
m 



'influence OFfAPES MONEY ON FOEEIGN EXCHANGES 123 

I • • • 

more money, in-tern^s oitke paper currency, will have to 
be given for the s^e articles which wire previously 
purchasable for a less sum of the metallic cu*rency; which 
is equivalent to saying that the currency 6f a cduntty has 
depreciated. Curiously jenough,*^ this does not affect ^a 
country’s foreign tr^de, for imporfers will still* import 
fofeign products. and*aIthougb tne creditor in the foreign 
centre will get no higher price fo^ the gpods, yet the im¬ 
porter will have to part with more of his notes to*cover the 
premium upon the gold necessary for the remittance. 
Exports also will command just the sami price in the foreign 
country as the^ did before prices rose in the exporting 
country. "Jhus, if,in a country Jvith a depreciatid paper 
currency the price of an articls haV risen from £1 to £1’ 10s., 
and that article was exported to a foreign centre, it would 
still be worth only £1, and yet exports wpuld continue, 
for the reason that in the'foreign country the currency 
not having depreciated, the exporter will receive pa 3 mient 
in gold or silver as the case may be. * The metal can then 
be brought to thp country with the depreciated paper 
and exchanged for notes to cover the price and the extent 
of the premium—lb shillings—for bullion will have risen 
in the saifie proportion as other commodities. It is thefe-* 
fore plain that gold, assuming it tj be a gold standard. 
country, is at a premium. A striking example of this 
sftte of affairs* is to be seen in tlie River Plate, where, 
when these lines were written, there was a premium on 
gold of slightly over 127 per cent. ^ 

Although the depreciation of* the currency does not 
affect the foreign trade of the counfry, it does affect fke 
foreign exchanges. To explain thi» action, we may take 
the exchange between tv«) countries, one with^a full 
metallic currency, and the other witS a depreciated paper 
cunency. Suppose Germapy to be the latter country; 
exchange on London would rise in prop*ortion to the 
premium on gold in’Germany, if the premium were 2 per 
cent., and the* exchange M. 20.40 to £1; then a bill of 
exchange drawa-iirfeerlin on London will be worth more 
than M. 20.40, since it is payable in gold in Great Britain: 
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the bill of exchange will cost the Germpui remitter M. 20.41), 
plus the preniiura on gold, 2 per cesft., equal to M. 20.80 
to £1, meaning that the person who has to purchase sterling 
will have to surrender a greater amount of the native cur¬ 
rency than he would if t^Ut currency were not depreciated. 
It follows that the rate of exchat^e is always against 
that country which mainiains a depreciated currency. '* 

The South American countries are notorious for their 
over issue of paper money, b\it we have other States 
nearer home in very littlq, better position. Italy, for 
example, has ali^-ays favourpd paper, andl although 
prior to the war, there was some imprqvement in the 
currency position, there 's now an enprmous, amount of 
njtes’ in existence. Fol instance, on 30th November, 
1913, the actual cuirency consisted of>499,293,525 lire of 
State notes, 2.261,951,200 lire of bank notes, and about 
100 ,000,000 lire of copper and'nickel coin, but by the end 
of 1917 the State notes had increased to 1,580,625,000, 
the __ bank notes to 7,082,865,000, and copper and nickel 
coin to approximately 76,00,000 lire. ,On 31st January, 
1921, there were in circulation notes to the value of 
14,919,518,000 lire. • For this reason the Italian exchange 
is hlways very sensitive, and is one of the first fb feel the 
.effects of any crisis. ^The par of exchange is lire 25.22^1 
centesimi to £1 sterling, and rates are more often against 
Italy than in her favour. The quotation bn 19th March, 
1915, was L. 27.80. On 18th March, 1921, the rate was 
98 lire to £1, due to cajjpes which we shall presently discuss. 

To return to the South American states, the Argentine 
Republic nominally adheres to the gold standard, the 
monetary unit of the Republic is the gold peso (sometimes 
termedjthe " gold dollar "), wMch, divided into 100 cents, 
is the equivalent of ^ francs, but the currency or legal 
tender unit is the paper peso, and this, at‘present, is the 
only circulating money. By an Act passed in 1899, the 
Argentine Government established a Conversion Office in 
Buenos Aires, and fixed the rptio at'„which gold coin is 
received in exchange for paper currency-and vice versa. 
This ratio is 44 centavos gold to 1 peso paper, or, conversely 
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of 127-27 per cent. The paper dollar being fbce^by law at 
44 cents gold, £l steiing is woltl Jl 1.45 dollars paper. One 
pound stefling is also equal to 5.^ geld dollars. It should 
he. noted that, although exchange is now quoted in’terms 
of gold, actually it means pap3r c^jrrency at the legal value. 

Brazil is another country which, for a'number of years, 
has had a depreciated paper currency. The» exchange,* as 
we have shown in the list tff foreign,exchange rates, is 
quoted at so many pence to the milreis, and fluctuates 
in a striking manner. In 1900 the average rate w^ 9|![d.; 
in 1905, ISl^d.; hi 1910, 16,d.l^in 1911-12, lOM.^On 
16th July, 1914, it was quoted at 15itd. to 1 milreis, and 
on 19th March, 19l'5, had depreciated to 13|d. per milreis, 
by 29th October, 1919, the quotation Had improved 
to ISiVd. The par value of the Brazilian milreis is 
approximately 27d. The currency js said to consist of 
gold and paper, but in the autumn of 1919 there ww 
scarcely any gold “in circulation. 

The paper monay consists of inconvertible and con¬ 
vertible qotes, and prior to the Greit War notes wye» 
delivered by the Caixa de Conversao in exchange for gold, 
and vice versa, on the basis of 16d. j»sr milreis. The total ’ 
04 convertible notes in circulation a/ the endfof September, 
1919, was—Reis 20,911:610 $000, against a gold reserve 
of Reis 1,582; 634 $379. At the same date there were in 
circulation 1,729,074 coqtos of reis ei inconvertiblajiotes. 

Then there is Chile, emother one«f those countries rto 
feel the full effect of a forced paper currency. Notes, in 
fact, are the principal me^um of exchange. The peso, 
nominal value Is. 6 d., fluctuates considerably, tod its 
relative value before the war varied'between 9d. and lOd., 
but exchange ‘quotations 'have since bees recorded at 
7||d. (March, 1915J. At the end of March, 1921, the 
vdue had risen to ^d. 

There are, it^is_inanifest, many evils connected with 
these over issues of paper currency, but the greatest is the 
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frequency of the ^actuations’; "ratA oscUlate so often 
and so ^dlyUhat neither producef nor exporter''is‘'able 
to judge with tny degree of certainty whether his operations 
will ultimately yield a proA"or a loss, 

Paper Money *aiui ^he War. 

Some” notice ought als(j to be takep otthe issues of paper 
during the Great Wai.^ We have witnessed during the 
past few years vhst emissions yf notes by the belligerent 
nations, ttnd if. b almost axiomatic that where, owing to the 
increasing iinanci^ embarrassment, a belligerent nation 
is compelled to have recourse to the creation of a forced 
paper cprrency, and that currency is not convertible in 
gold, it is sure to suffe^’ considerable"deprecdation. We 
bav^ seen in Germany’s case the serious fall in the value 
of her currency, and the discount on the mark is undoubt¬ 
edly due to the fact that the notes issued by Germany 
are not convertible intb gold. 

The effect on the foreign exchanges of the depreciated 
r-tes is easily perceived.” The exchanges are already 
adversely affected by the interference with the foreign 
trade, and the advent of the inconvert’ble paper is merely 
a further disturbidg influence. It accentuates the evils 
wWh already exist and its effect is that foreign aeditors 
must either expressly stipulate for the settlement of their 
claims in gold; or, if payment be accepted in the deprecialjed 
fhedium, to avoid loss, traders must safeguard themselves by 
a proportionate rise in the exchange. The evil effects upon 
a country’s unit of carrency are clearly shown in the case 
of Germany: the Mark on 18th Mwch, 1916, was quoted— 
In Amsterdam at 29'62% disct. In Switzerland at 25-23% disct. 
„ Sweden „ 30-33% „ „ New York „ 25% „ 

„ Denmark „ 30-58% „ , 

A fit-ther investigetion into some of the evils arising 
from the over issue of paper currency during the war was 
made by the author in the autdmn of 1919, and the results, 
published in the International Banjung Supplement of 
the Statist on 25th October, 1919^,, are ■ reproduced in 
Chapter XXI, by permission of that Jftignal.* 

t For a full discussion on Paper Money and its evil efiects the 
reader is referred to The Functions of Money, by W. F. Spalding 
(Ktman). 



^HAPTER XII * 

EASTERN EXCHANGES. THE GOLD EXCHANGE STANDARD 
AS IN OPERATION^IN* INDIA TlND OTHER SILVER-USING 
CODNTglES. EXCHAjjtE ^CEisfktA^CI.i BY MEANS OF * 
INDIA COUNCIL BIJ,LS AND TE|eGRAPHIC TRANSFERS 

• • 

For reasons which will manifest Hhemselves to the reader 
who has survived the rooks and shoals of the ^uropgan 
exchanges, and has the temerity to enter upon the study 
of what ar? known as the " Silver Exchanges,” we propose 
to devote this chapter to'a study of the gold exchange 
standard, leavihg the fuller disjussion of exchange with 
those counfties in\he Far EastVhose currency is ptstely 
silver, to be dealt with in the next chSpter. * 

Silver Exchanges. 

The uncertain factor with which all concerned in 
Eastern commerce have to ded is the gold price of silver. 
Wherever there is this fluctuating silver medium of 'ei? 
change, foreign trade becomes invested with a speculative 
element far beyond the ordinary chjnces and changes 
of the majkets: besides the usual risks of trade, account 
has to be taken of the risks in exchange caused by the 
movements in the quotations for silver, and in consequence 
business operations become con'^erted into gambling 
transactions, wherein neither expert opinion can guide 
nor caution protect the shippers. On the one hand, we 
have the exporters to such countries who find difficulty 
in calculating the exact hmount whitdi will be realized Sy 
the sale of their consignments of gosds; on the other, we 
have the importing merchants of the silver-using countries, 
who are not able to estimate the cost irftheir local currencies 
of the remittance in gold which the'^ may be called upon 
to make in settlement of purchases made from^old standard 
countries. The greatest uncertainty p^vaifc among both 
sections of the •community, for every movement in the 
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price of silver is at once reflec^4in the exchange between 
the silver-usiM countries and those ai the gold stapdaird. 

That is why silver has come to be regarded as a depre¬ 
ciated metal uhduly subject to sentimental influences of 
^ kinds, and as its jPrice fejl fibm eOAd. in 1872 
to about 26Jd. in 1914,Tind then, during the war, rose to 
89Jd.'per oz., only to fan again to S^Jd.'by January,.1923, 
there is good regson foi the disesteem in which silver is 
held as a. monetary standard. • 

India and the Silver Problem. 

The adverse effects upon the trade and commerce of the 
Indian .Empire as the result of the continued fall in the 
gold value of the rupee, due to the va!fiations>in the price 
fcf‘silver, led the Government to consider by what means 
the evil could be obviated, and much trouble was taken 
with a view tffthe establishment of a stable rate of exchange. 
In brief, the plan the Indian authorities followed was what 
amounts in principle to a contraction of the existing 
otwrency: they closed thfeir mints to the free coinage of 
silver, and, in 1893, after a somewhat heavy coinage of 
rupees, the Government ceased to a4d rupees to the dr- 
q^ation, with thfe natural consequence that as soon as 
circumstances led to an increased demand for the coin, 
the exchange value »f the rupee began to rise, and in the 
course of a few years h became profitable for those who had 
remittances to make to India to take' advantage oi a 
standing offer made by the Government of India to give 
rupee? at the Calcutta or Bombay mints, or to issue notes 
at the paper currency offices, iB exchange for gold at a 
rate of exchange equivalent to 15 rupees for £1 sterling. 
Once the exchange value of the rupee had reached Is. 4d., 
the Government’s ^im was to maintain it at that level 
with slight variatione similar to those seen in the currency 
between golfj-using countries, and after many lengthy 
and solemn deliberations in Commission, the authorities 
seemed to have elirhinated the disturbing ^tors in relation 
to the exchange between London apd their own country 
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ths bastern exchanges 

the adoption of a standard of currmcy closely akin to 
thegoM^standard. \ | 

The sysiexn in vogne in India is one whieh Mr. Hartley 
Withers jokingly terms the haBf-way house in tlie matter 
of curren^, since, in his opiniozh Ili^a<has a sort of ont- 
sided convertibility in its ovm favour. The ‘system, 
However, which flas now bean ip operatidn, with minor 
alterations and improvements, for somei twenty years, is 
better and more correctly described as the " Gjold Exchange 
Standard." This stmdard i} in successful operation in 
far more cwmtries than m^y people ade aware of. Up to 
August, 1914, m actual practice the currency systems of 
Russia, Austria, gungary, the I Philippines, Japan, and 
Holland, all resembled India'% s^teijj. The fearful 
to which the war has brought Austria, Hungary, and 
Russia, has led those countries to abandow all pretence 
at maintaining metallic standards of currency. Their 
money is now practically all paper notes. But with regard 
to the other countries in which the golS exchange stand^ 
is operating it maj be said that if they conform to this 
standard, the preponderant medium of exchange may be 
notes or token silver coins, and these, feeing permanently 
established, are kept near a fixed par in relation to gold by 
Government control of the foreign excl^ges. With the gold 
exchange standard it is not really necjssary foi;gold to be is 
ciitulation in this country at aU, but what the Government 
must have is the power and ability to sell foreign exchange 
at a fixed price, and this necessitates their maintaii^g a 
reserve in gold, or, whatVomes to much the same thing, 
being in possession of resources reaily convertible into 
gold. The silver currency receives from the sale of 
exchange is retained by the Government, and the,effect 
of its being kept out of circulation js the same as that 
produced by exporting goldi The export of gold turns 
the exchange in favour of the country exporting, and if 
the silver-using country is able to supply %nd maintain 
the price of bilk of exchange jrith a gold standard country, 

M—(>5M) 
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this will serve the same pui|)09e, and the approximate 
parity with g|ld is, if so facto, mainMned ^ 

It has been ]groved by experience that gold actually in 
circulation is oi very little Volue in maintaining exchange, 
end the internal uedi<raii^)f drculktion, whether ^t be silvw 
or n(^^, is largely dependent for |ts value in exchange, 
not on its bullion content, but on the possession of adequate 
gold resources. These resources need not necessarily be 
kept in the home country: the gold reserve of the Philip¬ 
pines, for instance, is maintained in New York, while 
Japan constantly^ holds a large proportion ■of its gold 
resource in London, Paris, and other monetary centres. 
India’s Gold Standard RSserve, as is wall known, is held in 
Jx^don at the Bank of'fingland. 

In Austria, as in India, the use of notes and silver coins 
has become ingrained among all classes of the population. 
Before the war, the Austrian Government’s irredeemable 
paper currency had given place to the inconvertible bank 
, "otes of the Austro-Hungarian Bank, which were issued 
against cover consisting of metal, bi'ls of exchange and 
loans. The Austrian law regulating this bank’s issues, 
admitted of its holding a proportion of the cover for the 
notes in foreign bills payable in gold, and the bank was 
also allowed to deposit a part of its assets abroad payable 
on demand., By thi,* means the bank, representing the 
'Austrian Government, was able to keep the Austrian 
currency, in the shape of the bank’s inconvertible notes 
at, pr near par. These notes were the predominant 
medium of exchange iif Austria, and the bank, before the 
interruption of communication caused by the war, was 
able to keep them 'ht par in relation to gold by selling 
exchange against its foreign assets payable on demand, 
and by meeting tbe demand for remittances to other 
countries by selling foreign* gold bills,' say on London, 
Berlin or Paris. 

The currency ih the Philippines' is manipulated in a 

* Ci Purekasmg Powtf of Metuy (Irv'ng Fisher), pages 131-S, 



131 


THE EASTEKN EXCHANGES 

t 

sftnilar way, the silver«p«sos or coin certificates being 
maiittaiqg^t thepawf exchange within 0^'niits of varia¬ 
tion that a^ly in the case of the exchange eetween coun¬ 
tries whose currency iS mainly*gold. It is rarefy possible 
to obtain £old coin for 01ver in W Philippines, except in 
small quantities, but^ drafts fn New York ard always 
procurable from the tovemiaent at par;'plus the usual 
charges for exchange between gold standard countries, ‘ 
these are equivalent to g?)ld exports, and ^erve to keep 
exchange steady. • 

Besides the maintenance of satisfac!ory resources, the 
system therefor^ calls for the contraction of the curreiuiy 
by the retijement* of a sufhcielt amount of t£e silver 
coinage whenever it is apparent toat {j^ore is in circulaflw 
than the demands of trade require. Expansion of the cur¬ 
rency is produced by the release of this currency to circula¬ 
tion, or by the issuance of new currency whenever it is seen 
that there is a shortage of the currency medium. 

It seems to be an essential part of*this system that Jlja 
intrinsic worth of the silver coins should be fixed by law 
above the value of their silver content: without such 
proviso the power to control the circulation would exist, 
in one dftection only—contraction: with the margin 
between the coin value and the buUjon value, the power 
exists to expand as well as to contrjict, and jt will be seen 
thSt in countries where the gold exchange standard is iif 
operation, care has been taken to divorce the value of the 
silver coins from their bullion content. • , 

As is well known, by* reason Of the enormous expojt 
trade from India, the balance of her international credits 
and debits is nearly always in her faVour, which accounts 
to some extent for the large amount of precious gnetals 
annually imported into India. Thij.was also the case 
before the adoption of the‘present system,of currency, 

1 The actual charges are three-iourths of 1% for demand drafts 
and 1}% for telegraphic Wansfers: the premiitm may be temporarily 
increased or decreased should circumstances call for the alteration. 

• Ct Furehasing Powtr of Monty (Irving Fisher), page 338. 
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but whenever there was a falling exchange, the adverse 

effects on the ^ver burrracy made thahselves felt. ^ Events 
went to prove; in'fact, that in saying that whqf.'S'a country 
is upon t silvet standard,sit is as.wdl to maintain that 
^andard if it is desired to stimiiate'the development of 
the country in regard to its eifports, currency experts 
lost sight of one important point. ^ Wiere the curpency 
is depreciating compared with gold, exports do increase, 
but the increase is partly due to the larger volume of goods 
which must be exported in order to liquidate the country’s 
debts to gold-using countnes. If silver is at 30d. per 
ounce and falls to 25d. per ounce, the silver currency 
unit falls with it, and fee difference in Wue has to be 
nj/tdfe up by sending mcpe goods. ' 

This was precisAy what happened with India, and 
consequently „the fluctuating value of the rupee made 
trade both uncertain and unsatisfactory. With the 
divorce of the value of the rupee from that of its silver 
content, fluctuations'in exchange due to the fall in the gold 
price of silver were removed. There still remained the 
danger, however, that if ever the balance of indebtedness 
was against India, J;he value of the rupee would depreciate 
'' iaJess steps were taken to prevent this. It if apparent 
in seasons of ordinajp' prosperity that no effort is needed 
for the maintenance pOf the rupee at Is. 4d., since the 
favourable biance of'trade would ensurq, a sufficiencytof 
foreign bills being forthcoming for those who require to 
make remittances. When the favourable balance is 
seriov&ly diminished, or. the balance becomes temporarily 
unfavourable, it is 'clear that Ihdia’s claims on foreign 
countries in the shape of bills of exchange will be relatively 
scarce, and those who are uvder the obligation to remit 
sterling to Great Britain would be forced to pay a larger 
number of rupees for each spvereign thq^bill of exchange 
represents. *rhis indicates a falling exchange, and as we 
have seen, ia sucl^ circumstances exchange continues to 
fall until it reaches that point when it is more profitable 
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td send gdd than to reaii^ bills to the creditor country. 
So .ftr tj|^rocedur& is simple, but the (Mculty, more 
apparent thkn real, is that in practice no gold might be 
available for export^ sihce, although there a legal obliga¬ 
tion to isfue rupees in Jndia in*ext{iange for sovereigns, 
there is no correspon^ng legal fbligation on theljtovern- 
menfr to give sovereigns in exchange for fupees. Conse¬ 
quently, if no safeguard existed, the rupee would fall till 
it was worth no more than its silver value jt the rat® of 
the day. To meet this contingency, there are available, 
besides the general resources and credit*of the Government 
of India, the goj,d held in the Paper Currency Reserve, and, 
more particularly, k the Gold Standard Reserve, wTiich was 
specially constituted for this ^ur^e,^ These reservesSj^ 
kept in London and India, and at the present time amount 
to a very substantial figure, and although there is no 
statutory obligation on the Government of India to take 
special measures to maintain the value of the rupee at 
Is. 4d., they have expressed their determination to supgpf^ 
exchange up to the limit of their resources. 

When exchange between India and Great Britain shows 
signs of falling below Is. 3 ltd., the Indian Government. 
intervenes*by selling sterling bills on London at this rate. 
They took action in this way in 1907-P8 and 1908-09, when • 
sterling drafts on London to the exJilnt of £§,058,000 were 
sofd at Is. 3j|d.^r rupee to assist in the balance of trade? 
and again when exchange dropped as the result of the 
financial disturbance which accompginied the outbreak of 
the recent hostilities in,"Europe. * On the latter occasion 
the Government offered these “Reverse Councils,” as 
they are called, in the shape of telegraphic transfers on 
London as an alternative to bills. This action tjad for 
effect the maintaining of exchange ja the neighbourhood 
of the gold export point from India, and the kct that this 
value was maintained throughout August, 1914, ‘ while 

’ In August, 1914, the Government annflunce^ that they were 
prepared to sell 3rafts''bn I.ondon at Is, 3|Jd. and telegraphic 
transfer at Is. Sffd., tpSie extedt of ;il,000,000 weekly, in support 
of exchange nntU further notice. 
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the currency of other countries more favourably situated 
abnormally depreciated, is a strikipg testimonji, to the 
efficacy of Jie Indian arrangements. iCSreover, it 
demonstrates the wisdom *f, keeping a part of the gold 
Reserves in London. 

Gouiicil Bil^s and 'felegraplfic S^ansfera., 

This chapter wpuld be incomplete without some explana¬ 
tion of the manner in which the sales of &>uncil Bills and 
telegraphic transfers on India by the Secretary of State 
in London are carried out. These sales are considered to 
be the central feature of the machinery by which the 
Indian finance and currency system is ^t present managed, 
^ias have, so to speak, ftwo' bodies in the open market; 
on the one hand, the Indian Government requiring English 
currency for,the purpose of paying for its purchases of 
bar silver, interest on loans contracted here, pensions due, 
and services rendered; on the other, a group of bankers, 
financiers and impofters cjf Eastern produce, desirous of 
set'tling their indebtedness to India in ijipees. The Indian 
Government want sterling in London to pay their home 
charges, while the jankers and others heed silver rupees or 
'{feper currency in India. This latter class know that there 
are only two ways of procuring rupees from the Govern¬ 
ment in India: a banker or merchant may present Council 
drafts, purebred in ingland at varying, rates per ruifte, 
or he may tender sterling in exchange for rupees at the 
fixed rate of Is. 4d. In ordinary times it suits the remitters 
to sen'd out these bills purchased in London. 

‘As far as the Indian Govemnient are concerned, they 
inherited this method of drawing funds from India from 
the old East India Company, and as the system is found to 
be a convenient one“for aU parties, the India office have 
continued it down to the present day. ,.The practice in 
principle am6unts to the selling of rupees to the highest 
bidder, and the Indian authorities in London have made 
arrangements whereby would-be remitters may make 
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definite offers, though the mediuin hf the Bank of England, 
for ^ many lacs of (rapees—a lac being equal to 100,000 

rupees,**^ \ I 

The plan followed is this:, each Tuesday notice is 
exhibited at the Bank E&gl^d^ stating the aggregate 

amount ufcich will be aHotted, aid tenders are invited fck 
the bills of excban^ and tel^aphic transfers dn the 
Indian Government authorities ajt Calcutta, Madras and 
Bombay. There is no obligation to allot Ihe whole amount 
stated, and as a rule, applications at prices lower than 
Is. 3|id. per rupee for the bifls and Is^SiSd. for transfers 
receive no allotment. Eath applicant specifies at which 
place he desires to receive rupees, and if it is necessary 
for him to‘have lunds immgdii^ely available at ope or 
other of the centres named, the relliitter will apply »r 
telegraphic transfers; but if a remittance by mail will 
suffice, he tenders for the drafts, and in the latter case, 
as the India Council has the use o! his money for two or 
three weeks before rupees are paid qyer in India, a lower 
rate will be paid for the drafts than for the transfers, 
allowance having t*o be made for the interest on the money. 
As a matter of fact, the price charged for telegraphic 
transfers js ordinarily higher by Ad. per rupee than tl]^ 
charged for bills, but when the Calcutta or Bombay Bank 
Rate exceeds 8 per cent., tenders for transfers rank for' 
aUotment with, tenders for bills ^nly if they are Ad. 
higher. Allotments, of course, are made to the highelt 
bidders, the price varying in proportion to the intensity 
of the demand; the mqre the remittances are needed the 
higher will be the ratef offered, and as in such times the 
total amount tendered for excee(^ the amount offered, 
allotment is made pro rata^ 

Each Tuesday, as soon as th& tenders hate been 
examined, a statement is issued giving the total applica¬ 
tions, the allotments, and* the amount toibe ofiered the 
following week. .These particulars are avaulable on 
Tuesday afternoons. 
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Remittani^ can aHo be piurchased on other da}rs in 
the week, and the price chargM is*fixe(3 by the India Q£Sce 
at not less th® i^d. higher than the/owest prjiS'at which 
allotment; have been ma^e on the preceding Tuesday. 
Bills and transfers obtrin^d iA thi^ way are termed " Inter- 
diediates " or " Speciis,'.' and tbs exact rate <fnargeable, 
together with the maxiniam amouii tcfcbe sold is ^ed 
for the week each Tuesday.' 

The primary object of this Gfvemment dealing in bills 
of'exchange! and telegraphic transfers was really the 
laying-down of funj^ in Lorfdon to provide for the Secre¬ 
tary of State’s Home Charges, but with the efflux of time 
and thecnecessity for mmntaining the exchange value of 
the pipee, the system Ij^ Jieen extenSed to'meet other 
rcfjmrements. It was temporarily suspended when the 
Government decided to force the exchange value of the 
rupee up to 1?. 4d., and later, in 1898, sales were resmned 
as a means of altering 'the location and disposition of the 
general resources of 4;he Government of India, and thus 
ysoidde the means in time o'f monetary stringency whereby 
currency could be readily and quickly expanded. Finally, 
the sales of these bills are so regulated os not only to meet 
rtljp requirements ol the Secretary of State for India, but 
also to satisfy the demands of trade up to such an amount 
as will enable the balance of trade in India’s favour, over 
and above the*amount*\jf the Home Charges, to be settled 
without the export to India of more gold than is actually 
required there for absorption by the public. 

Sine* the first edition of this ,book was published in 
August, 1915, the havoc of war' has been apparent in 
exchange, which, like inost other things, has been adversely 
afiected by the vast expenditure of life and treasure. 
Silver, for which Indea has always a voracious appetite, 
has been in demand<)y all nations, with the inevitable 
result that itsiprice has risen by leaps anci bounds. The 
full tale is told^in the author’s Easterth^Exchange, Currency 
and Finance, and h'must suffice here to say that in the 
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untoward circumstances jrijing out of the war, India has 
had to Bay m ore anJi. more for the silver oh which she is 
so great auSV- The hSavy cost of the silver ^ipee has thus 
caused the Indian Gevermqeftt to raisd its Exchange 
valu’e, in order, chfeflyji to prerent si^yer rupees fron^ 
being melt?d and export^. On !^h *December, Wlp, the 
Sbcrejary of Stat^ for* India rpised the rate of exchange 
for immediate transfers to Is. 4/fd.', and fgr deferred trans¬ 
fers and bills to Is. 4 Jd. Oa 10th January, 1917, it became 
necessary to raise these rates s^ain to Is. 41^. per rupee 
for the telegraphic transfers, and for the council bills and 
deferred telegraphic transfers to Is. 43^d. per rupee. No 
other alteration made until 37th August, 1917, when, 
owing to th? world-wide demanA for silver, the Indte^ 
authorities were obliged to raise the^alue of the rupee 
again by making the exchange for immediai# telegraphic 
transfers Is. 5d. and that for councjl bills Is. 4ii5d. The 
only alternative before the Government was to go on 
coining rupees, which, at the grice of silver then ruling, 
would have meant ^an enormous loss to be borne by tTie 
Indian taxpayers. No further alteration was made until 
loth April, 1918, wh6n, owing to the coijtinued rise in the 
price of sMver, it became incumbent upon the Indiaif^ 
Government to protect its currency ^unit by once more , 
raising the exchange value. Ac^rdingly, immediate 
tel^aphic transfers were made available at Is. 6d. per. 
rupee, while the charge for the deferred transfers and 
bills was fixed at Is. 5|ld. per rupee. Steps were taken, 
too,to reduce drastically*the ameunt of “councils*’ to 
be sold. In the meantime the demaJid for silver by afl 
nations showed no signs of abating; supplies were short, 
and the price soared higher and higher. For a time jt was 
under control, both in England and in America. Consumers 
were, in reality, Rationed. Eater, control was taken off, 
and immediately the price started rising. *The Indian 
authorities were reluctant to make raore changes, but 
the force of circdmstaaces was against them. No Indian 
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would part with a rupee on a^ Is, 6d. basis when he knew 
perfectly weU thsft its bullion valde was muci^higher; 
he would nn^h rather add the coii^ to his h 9 ^^, or seek 
to melt 'and sinuggle it «ut of the country—^no matter 
^ow strict the Jaw on (the subject/’ Consequently, the 
Gov^mnent had once E|gain to taise the e^cl&nge value 
of the rupee, ,and this time they advanced it far higher 
than the mark/;t expected—they were allowing for a 
margin of safety. On 12th May, 1919, the price for im¬ 
mediate telegraphic transfers was fixed at Is. 8d., and for 
deferred telegraphic transfas and biDs at Is. 7i|d. 

At these levels it was hoped the limit of the rise had 
been reached, but it isf- a curious illustiSation of the far- 
j^hing effects of th»! Great War that feven as these 
pages go to press,'finality does not appear to have been 
reached. , 

On 12th August, 1919, the ever upward movement in the 
price of silver necessitated a further rise in exchange to 
Is. lOd. for immediate ^ telegraphic transfers, and to 
Hs*. 9it|d. per rupee for deferred telegraphic transfers and 
bills, and as silver continued to soar in price, on 16th 
August, 1919, th^ rupee was put on “ian effective 2s. basis 
“by making exchange for immediate telegraphic transfers 
2s., and that for deferred transfers and bills Is. 11^. 

On 25th November, rates were again altered to 2s. 2d. 
ifor telegrapjtic transfers, and 2s. l}^d.,for deferred tole- 
graphic transfers and bills; and on 16th December, 1919, 
it was found necessary to raise rates once more to 2s. 4d. 
for felegraphic remittences, and 2s. 3ild. for deferred 
telegraphic transfer^ and bills. ' 

In the meantime a Committee which had been appointed 
by the Government on 30th May, 1919, to examine the 
effect of the war dn Indian exchange and currency, had 
come to the end of its lat)ours. Thp Report of this 
Committee "Was issued on 22nd December, 1919, and 
among its pjincippl recommendations was the following— 
(a) That the balance of advantage waS decidedly on the 
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side of fixing the exchaiigt value of the rupee in terms 
of gold s^t^r than injtemis of sterling.* » 

(6) Thatme stable*relation to be established between 
the rupee and gold should b% dt the rate of Rs.’lO to one 
sovereign, ^or in other wjirds, at*thefrat» of one rupee foj 
11'30016 grains of fije gold bath for foreign exchange 
and for internal circul&tion. . • 

These recommendations were atcepted by the Govern¬ 
ment, and in putting theift into operation a divorce was 
effected between the rupee a^d the paper pound sterling. 
As it subsequently transpired, however? the linking of the 
rupee with gold and not with the depreciated paper pound 
sterling did not stabilize exchaftge, notwithstanfling the 
fact that tire Government ‘solH “Reverse Councf!%^’ 
(bills and telegraphic transfers, India on London) to a 
considerable amount in support of exchange. Exchange 
broke away badly, and the rupee, fell from over 2s. to 
Is. 3d. The root of the trouble was to be found in the 
adverse trade position. Early in 1921 the balance^ 
trade was heavily against India, and with few buyers for 
her products, the export market became crowded with 
goods; the result was that the exch»nge value of the 
rupee fell fo the level stated. That was the position whd^ 
the fourth edition of this book went,to press; and there . 
was no sign that the Indian GojKmment intended to 
d(5)art from the*2s. gold basis it had fixed for the rupeet 
and as it stands 10 rupees are still exchangeable for one 
sovereign, a.s compared with the forpier ratio of 15 rupees, 
which had been in force ffor nearly twenty years. ^ 
The selling of council bills and telegraphic transfers, 
London on India, ceased on Sth January, 1920, and was 
not resumed until 9th JaniSiry, 1923, when the S^etaiy 
of state for India announced that ^ limited amount of 
council bills and telegraphic transfers (deferred and 
immediate) would be offered for sale by competitive tender. 
The resumption of tHfe sale of Council draftsf it was stated, 
had been decided upon witlj a view to strengthening the 



.0 

140 FOREIGN EXCHANGE AND FOREIGN SaiS 

Secretaiy of State'i sterling rfeoorceg against his require¬ 
ments in 192^24. The holding of ffnrther the 

amounts to 1 m. offered, it was further announced, would 
be dependent on conditions of excKat^e. 

< The amount oflered'on'Tuesda^, 9th January*-1923, was 
fifty ialcfis of rupees, payable at Calcutta, 'Bombay, and 
Madras. The Vesult of the tendermg, after the lapse of 
over three years; is interesting ; only a small amount of 
thh bills'was^applied for at an exchange of Is. 4j^id. per 
rupee; but at this rate nose were allotted. Seven lakhs 
of rupees (Rs. 7,(JO,000) in deferred telegraphic transfers 
were applied for at Is. 4jVl. per rupee, apd were allotted 
in full. For the immediate telegraphic fjansfers the 
abdications were very large, the total amount for which 
tenders were received being Rs. 455,00,000, at rates varying 
from Is. 45-Vi- to Is. Sj-jd. No tenders, however, below 
Is. 4j\d. were accepted. Tenders at Is. 4T*8rd. received 
about 9 per cent., while those applying at Is. 4dAd. 
(Seoeived allotments in full.' The total allotment of imme¬ 
diate telegraphic transfers was Rs. 43,00,000, which, with 
the Rs. 7,00,000 of deferred telegraphic transfers, made 
jjp the total of fift|^ laklis offered by the Secretaijf of State. 

It remains to be seen what will be the ultimate effect 
on exchange. 

When CouBcil Billi-Vare allotted, the aEottee fills up^ a 
form with particulars of the bills desired] and leaves this 
at the Bank of England before 12 o'clock on the day 
preceding that on whr'ch the bills are required; the bills 
are then delivered the next day . on payment in cash not 
later than 2 o’clock. 

When a telegraphic transfer has been allotted the neces¬ 
sary trfsgram authorizing payment in India on demand is 
sent on the day o», which payment for the transfer is 
made at the,Bank of England. Immediate transfers are 
payable in India on the day following the issue of the 
telegram; delerred transfers are payaWe sixteen days 
after the issue of the telegram. 



CHAPTER XIII 

THE EASTERN EXCHANGES ^CeNTINUEO).' l-niNA AND 
tAe silver FiOBLEM. 

• I ' 

We have seen'in tj^e cmse of India that although ffieisilver 
rape# is still the currency unit, yet the Gcft'ernment have 
formulated rules and relations by which the exchange 
value is efficiently controlled, notwithsjandtng ttie 
fluctuations in the price of siWer. 

Currency of China. 

With Chin», hoMlfever, the position is not so satisfactory. 
Speaking generally, we say China'’is on a silver basis, t'At 
it is very difficult to say what, exactly is the currency- 
each province seems to have its own ideas oa the subject, 
and silver is legal tender for any anrount and in any shape, 
national or otherwise. As far as the actual money of the 
people goes, the principal coin'in daily use is the copper* 
cash, worth an 3 d;hii^ from one-thousandth to an eighteen- 
hundredth of a tael. It is a very small copper coin, the 
modern replica of the li, which coin is -Said to have bee^ 
in use in China for more than 3,000 years. The Britisn 
community know the coin as “ cash,’* but the French call • 

The tael is not Iinly the name given to a coin, but it is alstf 
the unit of weight which is in use all over China, and is 
taken to represent a Chinese ounce of silver, equal, 
according to the British standafd, to 583'20 grains troy, 
but it varies considerably in different provinces.’- 

The Mexican dollar also circulates in many places, 
and in the British Colony *of Hong^-Kong this dollar is 
widely used, but even there it is not the only currency 

* In A.D. 1696 i tael of silver was worth 1,760 yMh: in 1889, 

It was worlir 1,380 cash; in 1905, 1,840 cash; and in 1914, about 
1,400 cash. The vahi* has. varied betwren 3,{K)0 and 9,000. 
(S. R. Wagel, Fimnc* in China: Shanghai.* 
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unit. Indeed, as far as Heng-Kong is concerned the 
position canf onl^ be described ^as unique,^h«pped 
Mexican doilies ‘ and British dollals form tiacirculating 
medium,'’but tlie dollar (jupted in the exchange rates is 
/Jiat representediby^theenotes of the" three British banks 
estabjisfeed there. The equivalent pi these ootes in terms 
of gold is, ia fact, the basis fOr ah foreign exchange 
settlements in the Colohy of Hong-Kong. 

.We have no space to go fully into the Chinese currency 
s}rstem—^it would need sev^iral volumes to describe ade¬ 
quately the existii.g state of £\|[airs, but some idea of the 
difficulties with which one has to deal may be gauged 
from thfe fact that not oiily does the taftl as a weight vary, 
"also its value as a thribncy medium: there are often 
wide differences between the taels of Shanghai, Peking, 
Hankow and Haikwan. Apart from these, the Chinese 
make payments by weight in silver bullion, known as 
sycee,* i.e. fine silver, made up in the form of small ingots 
^wrighing approximitely 50 taels. These pieces of silver 
are termed " shoes," and although th^y form an essential 
part of the monetary circulation in China, their issue is not 
directly under tbe cognizance of the Government: the 
%iaking and assaying of the shoes is largely inf the hands 
of those who cast ^hem and of the bankers and money 
changers. 

The dollar coin, however, makes its appearance in mdny 
domestic and retail transactions, and as there are nearly 
a dozen kinds in circdation, the variation in value may 
bette# be imagined than describ^. The Mexican dollar 
is the one most favourably received, and there is conse¬ 
quently a greater number of those coins in circulation than 
of anj^ other form of silver'-'dollar. Various subsidiary 
silver coins, 5,10, a^ 20-cent pieces, are also in circulation, 
and the existing chaos is not lessened by the fact that 

* A " chopped ” dollar is one bearing the " chop ’’ or trade 

mark of the n^^ve i^ealer. t. 

• This term u derived from the resemblance of the metal to 
sai std (fine silver). 
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softie of the provincial mints are allowed to issue these 
gubsidiai)^,coins whep it suits theii* convenience, for 
purposes of t'tvenue. • | 

If there are variations in th? italue of the*silver*currency 
‘in the interior tradfe, there is wery^ little wonder tha^ 
difficulties areiencount^ra when it is a question o^fqreign 
trade. It is ackn6wleflged thpt commerce between gold 
standard countries is satisfactory to all classes of traders, 
for both importers and exi>orters know exactly the return 
they may expect, but in trade between a* silver-using 
country and one on a gold Ijasis, a large* measure of uncer¬ 
tainty invariably exists. >^enever there is a fall in the 
gold value of silver^either the expirter in the gold ^andard 
country or ‘the importer in* the silver country itft’^t 
suffer. 

Let us take the case of the exporter. We^will suppose 
that A. Blank & Company, of Manchester, calico printers, 
send goods to Shanghai, which they hope to sell there for 
a totd sum of, say, £1,000. Tj)e pricb of silver when the 
shipment was dispatched was, we will say, 25d. ^r 
standard ounce, and on this basis A. Blank & Company 
have calculated the’selling price which,is to yield them 
£1,000. BJr the time the calico arrives in Shanghai, th^ 
gold price of silver has dropped, we jirill suppose, to 20d. . 
per standard ounce, and this obvioj*ly indicates that the 
mShufacturers will receive one-fifth less for their wares,, 
since they are paid in the currency of the province (taels 
in this instance), and when Blank^& Company’s money 
comes to be converted‘back into British gold pieces, 
they are face to face with the fact that the outturn is £2(fe 
less than they had calculated: they have lost one-fiifth, 
and receive £800 only. Thiais, of course, an extreme case, 
as in the orffinary course silver would! be unlikely to drop 
5d. in the period between shipment an? arrival of the goods 
in Shanghai; but whatever the fall, the principle is the 
same, and the illustration serves to $how .exactly what 
happens. * 
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It is not bnly the British Barters who stand to losrwin 
the lottery of trade with countries which have an on^able 
silver excha^e; the captalist aUo, and class of 
investor,* is uable to be adversely affected in operations 
with silver standar4 cgunfries^ Tioe rate of exchange'* 
between such countries and gdd standar^i Countries is 
plainly the exchange between gol4 and silver; thwefore, 
if a person has invested in undertakings in the silver 
country, when he receives his dividends in the currency 
of that country, he will obtain less for his dividend warrant 
on the London m^ket in proportion to the fall in the price 
of silver—assuming that it does fall. Conversely, he may 
reap a Mgher return onihis investment if silver has gone 
up^,before the encashment pf his dividend. <■ 

Finally, the principal is affected in the same way, when¬ 
ever it is desired to convert it back into gold. A further 
example will show how this works out in practice. 

We may assume that an investor, encouraged by the 
chance of earning S per cent, on his money, remits to 
China £1,000. The price of silver on the 1st January, 
1914, was 26xVd. per ounce standard; on the 31st December, 
1914, 22ild. For the sake of argument, we will imagine 
tviur investor sent the money out to the Eastern country 
on the 1st January, 1914, but circumstances made it 
advisable for him to tgcall his money at the end of December 
in the same' year, Wnen the metal ha^ depreciatedoto 
22Hd.; in converting his principal bade to British cur¬ 
rency he will find himself faced with a sharp loss. Silver, 
in which the investment stood* has dropped 3fd. of its 
gold equivalent, roughly, one-seventh; consequently on 
conversion the gold yalue of his original £1,000 has fallen 
to about £857. 

We 'may now leave the general question of the adverse 
effects of this depfedating silver currency medium, and 
pass on to a consideration of those exchange questions 
with which ijre are more particularly concerned in this 
bo(^. 
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Exchange Rates.^ 

In'thJk table given Dn page 42 it will be remembered 
the exchanges of theie silver standard cduntries were 
quoted in shillings and’pence ito the dollar, tael, or rupee, 
^ as the case^ay be, tW ft, the g(^d v§.lu« of the respective 
sjlver coins. Hong-K(jng, for instance, is quoted IS. J0|d. 
to the doOar, and Shanghai, 2s. 5fd. to»the tael. The 
rates from these centres, as was ’explained, indicate the 
price for telegraphic transfers on London: ^ tho unit wf 
exchange in the centres name^ being by general consent 
the rate for telegraphic transfers on LAndon. 

Let us take the Shanghai rate as an example: 2s. 5|d. 
per tael means tha^for every silver tael the remitter hands 
over to the exchange bank id Sl&nghai, 2s. 5|d., or* tq 
give it its real significance, a little less than one-eighth of 
a sovereign in gold, will be paid to the person in whose 
favour the remittance is made, as soon as a telegram can 
reach the bank’s London branch. 

Now, although the newspapers consent themselves udth, 
giving the telegraphic transfer quotations only. Eastern 
bankers from whom they obtain the details quote additional 
rates, and as the student may be called upon to carry 
through transactions, it will be well to refer to the other 
quotations. Besides the T.T. rate, js it is called for the 
sake of brevity, we have the four jfionths’ /ight and six 
months’ sight riftes, which are the quotations for first-* 
class bank bills. Both quotations are higher than for the 
telegraphic transfers, ^ that is to say, for every silver tael 
paid in Shanghai the bq,hk will allow more shilling aijid 
pence where it is a question of paying the gold value in 
London four or six months hence, Aan it would if the 
payment is to be made on dttaand or by wire. Th^ reason 

‘ In addition to the T.T. rate, the ban'» quote a rate slightly 
higher for demandebills. The T.T. quotations given in the Press 
are what exchange dealers call the " selling rates " ; "but the foreign 
banks also wire to their London agents the " 4 m/s L/C." quotation, 
which is the " buying rsfte.” On the day tl» Shanghai T.T. came 
forward as “ the 4 m/s bujring rate was 2/5{d. As, a rule, 

outward remittances frpm Londan cost about id. over these rates, 

H—(ms) 
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is, that if a bill drawn on London, payable four months 
after sight, is sent, the remitter is bound tOtfpJac6 the 
receiver in sudi a position that if thS latter chooses to turn 
the bill into cash after it hits been ‘“sifted ” and accepted, 
fie will not be wcrse, Off than if fpe money ha(J been sent 
by cablS. 

The rate for'these time bills is thus in a large measure 
dependent upon'the rafe of discount ruling in the centre 
upon which tjiey are drawn. But the reader may very well 
remark that the banks in the East at times play the role of 
buyer. This is sd; there is ro difference in the factors 
governing the price they will pay for merchants’ bills 
drawn on London; in tms case also tognizMce is taken 
pf the discount rates nflin^' in London, or upon whatever 
centres the bills are drawn, and in each instance some 
account must be taken of the charges for stamp and other 
incidental items to which we have referred in discussing 
Continental exchanges. 

may be gathered, therefore, the discount rates ruling 
on the London market are of great, importance to the 
Eastern bankers and exchange dealers; so important are 
they, in fact, that it is necessary for each side to keep in 
"^rect telegraphic communication regarding tfie existing 
discount quotations rnd the probable trend of the markets. 

As we saw, when examining the principles which govern 
'the sales of bankers' bills by the European bankers, and 
bankers in gold standard countries, it is the rate at which 
they ^are able to coyer their drawing operations which 
governs the price at which they iyill sell bills. If a banker 
has funds deposited with his correspondent upon which 
he can draw, well alid good: if he has no balance with 
the agfnt, he must either protdde the wherewithal to meet 
the bills which he^Jias drawn, or, alternatively, he can 
instruct the agent to draw* on him in reimbursement. 
Finally, there comes a time, as we pointed out, when, as 
all other mehns sf placing his cofresppndent in funds 
have been exhausted, the banker will be obliged to ship 
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gold in cancellation,of W? indebtednps. The position 
in regard, to silver countries is exactly the same, the only 
difference being that the bankers will, as, ti last resort, 
ship silver to be sold^fof whaUit wiU fetch. 

With th§ depreciating^ silver Standard, they have no(» 
the advantages of having a fixed price for the melid upon 
which* operations can bfe based^ Gold, onjthe other hand, 
as shown in the various illustrations we*have given, has 
a fixed rate at which it is received in all the gpld Standatd 
countries, and the mint parity forms a reliable and con¬ 
venient basis upon which exchange is Calculated between 
the various centres. It is not so ^with silver; there being 
no fixed price^ for sSver, it is impossible to state a definite 
ratio for calculating the par*of Exchange between gold 
and silver using countries. All we can say is, that the 
rate of exchange depends upon the gold price of silver as 
fixed upon the London market each day; hence it follows 
that the quotation for telegraphic transfers, upon which 
all other rates in silver countries «re based, is itself governed 
by and follows the fluctuations in the price of silver. 

Experts in Eastern exchange have even attempted to 
define the specie points with these silvcf-using countries, 
and the fallowing details, summarized from remarks 
made by Sir Charles Addis on the subject,' may perhaps 
better illustrate the course of these «Hver excjianges. 

The rate of exchange, it may be noted, although subject 
to the variations in the gold price of silver bullion, does 
not always respond to these changes, yet, broadly sper^ing, 
the gold price of silver is taken tt) form the limit abov* 
which, after adding importing charges, exchange cannot 
rise, and below which, after deducting export charges, it 
cannot fall* 

* In an address to the Shanghai Literarj «nd Debating Society 
on " The Daily Exehange Quotations.” 

* Some of the Frendi experts prefer to use lUie expression 
" relative par " as more correctly describing the relation between 
gold and silver. The aifthor of Z.e Porle/euille (M! P. Lepeltier), 
whose remarks we translate, says that this abstract expression is 
used to indicate that the exact ratio cannot be fixed, since in one 



148 FOREIGN EXCHANGE AND FOREIGN BILLS 

A banker, then,, in selling bills, i^ guided by the price 
of silver, and he will not draw and sell bills on bin London 
branch oyer A lower silver price (or higher exchange) than 
he can purchase the same "quantity of silver elsewhere, 
<plus the cost of'^hipine&t to tlfe centre in v^hich he is 
operating. It must be remembered that 'the banker in 
this case is actually selling- claims *co gold in exchange for 
the silver he receives. The reverse operation is seen 
wnere the banker buys bills of exchange (claims to gold) on, 
say, London. In this instance he gives silver in exchange, 
and will not pay'a higher silver price (which is a lower 
exchange) than that wWch would be obtained if he sold 
the silveL for gold on some other centre: in this case it 
would of course be less the cost of transmission. 

In view of these factors, it necessarily follows that the 
gold price of silver is the fundamental basis for fixing the 
rate of exchange in the East, and taking Shanghai as the 
place from which we are operating, the exchange quotation 
iSftaken to be above the silver price when it exceeds the 
gold price at which the given quantity wf silver, after adding 
the cost of importation, could be laid down in the centre 
jiamed, and so irtuch lower than the silver quotation when 
it is below the gold price at which the same‘quantity of 
silver could be sold hi London, after deduction of exporting 
charges. 

It is fairly clear that the real trouble irf Eastern exchange 
lies in the fact that we have three main factors to deal with 
instead of two. In .the gold exchanges we have simply 
the demand for and ppljly of bills and telegraphic transfers; 
in the silver exchanges the matter is complicated by the 
way in which we alsb have to depend upon the fluctuations 

of the couEtries gold will be merchandise, and in the other silver 
will be merchandise :‘*'consequently each will have a variable price 
like that of ?,11 other merchandise. The fludtuations in the price 
of silver in the country which considers it as a commodity will be 
in an inverse t^tio to the price of gold in^the other country: if the 
price of silver'goes op in the first county, thip quotation for gold 
will fall almost methodically and in the same proportion in the 
other country. 



TEE EASTERN EXCHANGES (CONTINUED) 149 


in'the price of silvei; on^tbe London market. We have 
seen how -the alterations in the price of silver affect 
exchanges. As far as the fluctuations resifliing from the 
interaction of the demahd for and supply of bills are con¬ 
cerned, it ipay be said fhat thej' ar* exactly similar tc» 
those seen in ‘drawingi and remitting bills betw&n gold 
standard countries. With a limited supplj» of bills and a 
keen demand, there will be competition among the banks 
for the paper, and the silver price will rise, or, sta.ted another 
way, exchange will fall. Conversely, if there is an abund¬ 
ance of exports many merccntile bills will be offering, and 
merchants will take a lower silve^ price for them, that is, 
exchange will^rise. • 

For the rest, the case of China Iffords a useful illustra¬ 
tion of the point we have once or twice emphasized in this 
work, that is, it is the country drawing thi» bills which 
really settles the rate of exchange. We have already 
stated that where there are two countries trading together, 
one set of bills serves to liquidate the double indebtedness, 
which arises, and with the exchange business between 
China and Great Britain the same principles apply. John 
Chinaman number one draws on Londfcn for the value 
of his exports, while John Chinaman number two remits 
to London (through the intermediary of the bank) for the 
cost of the imports, and the one bill server for the two 
transactions. THht explains in one way why the rate of* 
exchange is fixed in the centre drawing the bill, say, 
Shanghai; the other factors governing the case are 
explained by the bankjer* we 'have already quote(J, 
somewhat in the following terms. 

Shanghai draws on London for thb cost of her exports 
and remits to London for thfi value of her imports, j,nd the 
principal reason for this procedure is, that the manufac¬ 
turer in Great Britain does ilot wish to be bothered with 
the variations in exchange, although, as the reader has 
seen, he may Ijg pretty severely affected‘if silver has 

' Sir Charles Addis. 
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depreciated before^his goods ftre*soW.. Leaving that out 
of the question, however, we may take it that* aSl his 
expenses ^are p^iyable in gold, he naturally ptefers to deal 
in terms of that metal. Consequently, goods shipped to 
China are nearly felways ^aid for by remittance?, or drawn 
for in sterling, which comes to the^samS thing. The 
Chinese produofr is on rather a ^different footing." His 
expenses are in Slver, and in silver he wishes to be paid. 
His produce,, however, he has sold to Great Britain for a 
gold price, and either he eannot afford to, or does not 
want to wait untiTa remittandfe can be sent by mail from 
London. The one way qpen to him is to draw in sterling 
and settle the rate of exchange on the ipot, ■yhich he does 
and so makes an end of the matter. 

It only remains to add that, apart from the fluctuations 
in the silver‘exchanges caused by the unstable condition 
of the currency, there is no difference in the causes which 

influence rates. All those factors in the fluctuations 

« 

t which fall under the headifig of demand for and supply of 
bills in gold countries, namely, trade conditions. Stock 
Exchange influences, and banking influences, are present 
^n the silver exchanges, and if this is borne in mind there 
need be as little difficulty in mastering the theory of 
exchange with the aountries of the East as there is with 
the countries, of the *\l/est.i 

* The great silver question and its intimate connection with 
Eastern exchange is discussed at length in the author’s work on 
Eastern Exchange, Currency and finance. (Sir Isaac Pitman & 
Sons, f.td.) 



CHAPTER XIV 


THE MEJHODS BY WiyCH OPERATCSRS/ENDEAVOUR TO 
ELIMIJfATE EX9HANGE RISKS. EXCHANGE "AS 
PEE ENDORSeAeNT. FORWARD EJLCHANGE 

In countries where exchange is subject to sudden Md 
violent fluctuations the question as to who shall bear the 
loss, if any, is one which causel all concerned in the transac¬ 
tion furiously to think. One more or less satisfactory 
way out of the in^asse is to draW the bills with the clause 
" Exchanged per endorseme»t.”. The object of endaising 
the rate of exchange on the bill is to transfer the liability 
for any loss in exchange on to the foreign importer, that 
is, the person on whom the bills are drawn. 

“ Exchange as per endorsement." 

The drawers of^sterhng bilfs on foreign centres usually 
insert the clause in bills before handing them to the 
bankers for sale, ahd hitherto it has b^en the practice for 
the bankers to complete the clause by endorsing on the 
bill the rate of exchange, and the drawer is then paid the 
amount of the bill less the usual c^mission and charges.’ 
This method has been found to work well* so long as the 
rate of exchange was not too much against the foreign 
drawee when time for payment arrived, but at the present 
time, owing to the increasing ijulnber of cases in which 
the persons on whom bills of exchange are drawn refttse 
to pay the equivalent at the rat^of exchange endorsed 
on the bills, the custom ajnong some of the bankers is to 
quote the seller of the bill the rate and insist on his’^ndorsing 
it on the bill Jiimself. Upder this Arrangement any dis¬ 
pute which may subsequently arise when the bill is pre¬ 
sented can be refesred back to the drawqf for settlement 
between the drawee and himself. 
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Forward Contracts. 

So far we have cAnsidered that all tills, etc., are.bqfjght 
or sold on the spot, but in countriijs having an unstable 
currency,'there'is a method ])y which both importers and 
exporters seek t^ rcmorfe some* of the risks attendant 
upon the fluctuating exchange : th^ make, forward con¬ 
tracts with the exchange banks for thA purchase ot sale 
of bills and tele|,'aphic transfers as and when favourable 
opportunities present themselvfcs. To the novice these 
operations mdy appear somewhat technical and involved, 
it will therefore be jvell to set opt separately one or two of 
the transactions as they occur in actual practice. 

First of all take the casfe of the British,exporter who has 
consigned goods to China. His agent there (the importer) 
has a ready market for the consignment, and is under 
agreement to jut his principal in England in funds by a 
certain date; he kno^s approximately the amount he 
will be obliged to remit to Great Britain, and to avoid the 
exchange risks he makes a coptract with one of the exchange 
banks in China, Shanghai for instancy for the purchase 
of a telegraphic transfer on London, deliverable on the 
date required, at ^an agreed rate of exchange. This is 
termed buying forward exchange, and the rate' is called 
the "forward rate.” When the date arrives the sum 
due is paid to the BanJt in Shanghai in taels, and the remit¬ 
tance is forthwith sent by cable to the < bank’s Londoh 
branch for payment to the British exporter, or whoever 
else is concerned, in sterling. 

Forward contracts for the purchase of bills from expor¬ 
ters from a foreign dountry to England serve a double 
purpose. They eliminate the risks of exchange both for 
the exporters who wish to have a certain fixed sura paid 
in exchange for their bills, and also for the importers who 
are under the obligafion to remit by mail to the British 
or other expofters. For example, the Chinese exporters 
of the tea which arrives in England during August, know 
as far back as April or May that they will' have to draw 
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* 

steHing bills on firing ii> Ipndon, and if the exchange 
quotalioBS • are favourable they will endeavour to make 
forward contracts with* the bankers to purchase the tea 
bills, deliverable, say, two 05 three months hence. So 
Inuch for l^e Chinese porter,* but# there is also the» 
iipporter who desires to operate in the reverse Way. In 
his case he may perha^ want.to make a,<remittance by 
mail in payment of cotton goods he has/imported from 
Manchester, and knowing' the date the fun^ caight tft 
leave China, he can contract ■vsjth the bankers in advance 
for the remittances at any time the ratif appears suitable. 
We are, of course, assuming in eafh case that the banker 
is willing to oyeratS; but it sometimes happens that ijlie 
exchange dealers consider they hhve sufficient forward 
exchange commitments, and in that case they will refuse 
to make offers. * 

It now begins to dawn upon us how the astute banker 
can set one operation off against the other. He is under 
contract to pay the tea exporte*, say, £1,000 on the 31gt ,, 
July: on the same*date the Chinese importer is under 
contract to pay him £1,000 to remit to London. Further 
explanation is hardly necessary. With tlfe funds received 
from the iiSporter the banker pays the exporter for the 
bills the latter delivers, and, finally, the bills are sent to 
London to be turned into cash bjr*the back’s London 
of^e, who will pdy in good time the person to whom the * 
Chinese importer has remitted. 

As regards telegraphic transfers, forward contracts must 
be covered by the bankers, and this is^done by their pur-, 
chasing bills of exchange drawn on the same centres as 
those upon which they have sold tfilegraphic transfers. 
For instance, if a banker has’sold telegraphic transfers on 
London three months forward, he will endeavour to purchase 
bills of exchange to mature in London on the sqme date as 
that on which the telegraphic remittance'will have to be paid. 
The proceeds of the bills falling due in London therefore 
form the fund out of which he pays the telegraphic transfers. 
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To avoid misconception, it, should be noted that in ihe 
case of these telegraphic transfer contracts, no pajjnents 
are made bji the contracting parties until the date when 
the contracts are taken up^ 

Once the contract for .'orward exchange is made, the risk 
on exchange fluctuations is transfcred from the exporters 
and importers to the banker, ard the margin oh profit 
which the latte? has made on the rates will be increased or 
diminished in proportion to the rise or fall in the exchange. 
Events sometimes favour the one class of operator, some¬ 
times the other, and while the traders say it is the bankers 
who always reap the gain, the banker solemnly avers that 
his margins are reduced to the narro-west possible point 
by’the very good rates the traders exact when selling 
him their mercantile bills. However, like so many other 
operations .-we have investigated, the bankers’ profits 
depend upon the rates at which they ultimately make 
purchases to cover their forward sales. 

For the rest, the speculation being transferred to the 
bankers, it is they who stand to lose should exchange go 
against them, and it is they who will have to make 
shipments of tho precious metals if for any reason there 
is a shortage of cover for the contracts they have entered 
into. 

This concludes om examination of the general theory 
and practice of Foreign Exchange. 'Tn the follomng 
chapters we shall discuss the various forms of credit 
instruments which represent the outward and visible 
sign of international indebtediless. 



Ci^PTER XV 

ON CREDITS. TRAVELLING LETTERS OF CREDIT. THE 
•similarity, and DISSlJilLARITt OF /:ONFIRMED AN» 
PNCONFIRMED* CREDITS, IRREVOCABLE CREDITS' CLEAN 
CREDITS, DOCUMENTAihf CREDITS, LONDON ACCEPTANCE 

CREDITS, OMNIBUS CREDITS, AND REVotviNG CREDITS^ 

* • * 
The wisdom the reader has acquired, or which we hope he 
has acquired, from a study^of’the preceding pages will be 
of little avail unless the acquisition be coupled with under¬ 
standing. Experience and knowledge are both excellent 
qualities, but»either or both ar» of email utility unless their 
possessor has the power of applying them critically or 
practically. The drift of this thin attempt at moralizing 
is that we shall have spent our time to little purpose unless 
we are sufficiently conversant with the instruments which 
serve as the international media of eischange to be able to 
explain their place in that great fabric, the world’s crddif* 
system. To arrive at a correct understanding of the many 
and varied foreign‘bills of exchange ij existence, then, 
we must start by investigating the forms of authority 
under which they are drawn. 

Travelling Letter of Credit. • 

"Since the ordinary travelling letter of credit is familia? 
to most people, we may take that as a starting-point. It 
may be defined as a request fronf a banker to his foreign 
correspondents to cash oh demand the drafts of the liolder 
of the letter of credit on the issuing bank, the latter 
undertaking to meet the drafts when presented. Persons 
purchasing these letters of credit from the bank^ usually 
pay cash down, plus a commission of about J per cent, 
on the total amount of the credit, although if the credit is 
desired by a good and influential customer of the bank, it is 

‘ The subject of BanKers’ and Commercial Cred*s is exhaustively 
treated in Banker!' Predits, by W. F. Spalding (Sir Isaac Pitman & 
Sons, Ltd.). • 
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not unusual to issue it free of (?ommission. It sometimes 
happens, too, that a bank or finance house of thigh 
standing purchases a letter of credit from a bank with 
foreign branches, and where the arabunt is paid at the time 
«f issue, the credit would-be granfed free of charge. 

If a travelling letter of credit is granted for use on one, 
centre only, the, banker will immeeSateiy on issue advise 
his correspondent' and at the same time send him a specimen 
sighature* of _the beneficiary. In most cases, however, 
travellers require money to be available in a large number 
of cities, and as it \?ould not be possible to advise and dis¬ 
tribute specimen signatures ad infinitum, the credit is 
dra^n up in such a form that it beaFS a space for the 
accredited party’s signaWe" which can be compared by 
the banker with the signature of the person who 
subsequently"presents the letter of credit. 

Each letter of credit has with it a list of the bank’s 
branches or correspondents in foreign towns, and when 
/he, holder is abroad' reference to this list will show him 
where he can obtain cash. Payments ander the letter of 
credit are made in exchange for either a signed receipt or 
a draft drawn to ‘,he order of the paying banker: some 
correspondents prefer one form, some the otherl" although 
in practice both docvments are really treated as demand 
bills. Each ipstrumAt bears, besides the usual particu¬ 
lars, the number of the credit and the'date. It is the 
foreign correspondent who hands these bills for signature 
to the presenter of thp letter of credit, and after he has 
satisfied himself that everything, is in order, the corre¬ 
spondent enters the amount drawn on the back of the 
credit, and then pay^ the equivalent in local currency at 
the rata of the day for demand bills on London. The 
draft or receipt is subsequently dispatched to London 
for payment by the issuing bink, and on' arrival it must 
be stamped with a two-penny stamp—the Inland Revenue 
duty on cheques or bills payable on 'demand or at sight. 

Sometimes foreign banks charge a small commission 
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for encashing drafts, undeil letters of credit, but more 
freqifentfy they obtain their profit in tiie rate of exchange 
at which the amounft drawn are convefled into local 
^currency. 

• • 

Confirmed Ranker's Credit. 

Andther form of crecSt often‘issued by home, foreign and 
colonial banks, is what iskn^wn as a confirmed banker’s credit. 

A confirmed banker’s credit may be defined aS a credit 
opened by a banker, setting forth certain conditions and 
stipulations under which he agrees i9o accept the bills 
drawn by a foreign shipper, as an^i when presented to him, 
up to a cert^n sjiecified sum. This document is largely 
used in financing foreign trade, which need not necessarily 
be confined to this country: although the credit may be 
opened from London, it may refer to shipmiints from the 
foreign country to Continental cer/tres. 

The commission charged is usually about IJ per cent, 
per annum on the amount djawn under the credit, {mt, 
varies, of course, i« different institutions, according to the 
standing of the firqis requiring the accommodation, and 
the risks involved. It should be noted that the banks do 
not like to issue these credits for more than six months; 
they prefer to limit their risk to that period. 

^A confirmed banker’s credit will "be better understood 
if it is pointed diit that the credit is generally opened by 
a bank or finance house on this side, at the request of an 
importer, for the purpose of enabling a merchant or shipper 
abroad to draw bills on. the banlt against shipments, sgy, 
to London. The bank granting the confirmed credit 
undertakes to honour the shippers’ bfUs, if drawn in accord¬ 
ance with the various stiptilations ij the credit^and the 
credit often contains a clause similar in form to the 
following; “ aftd we hereby undertake tq accept bills 
as drawn on presentation by a bond fide holder." 

In the face of tins clear and unequivocM clause, it is 
plain that drafts drawn under the confirmed bank credit 
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must be accepted provided the "pronsions of the“cre(5it 
have been carried out correctly. The position, hoviffever, 
is not so cleardij the case of the revocation of such a credit. 
It is a moot point whether it is politic or even admissible 
tx) revoke such a cjadit dfter coniirmation by ^^^he drawee 
bank to the payees, the foreign expsrters. Some authori¬ 
ties go so far as to say that-confimfed bank credits cannot 
be revoked or cancelled when once the exporters have been 
n(Jtified ol their issue, and in this country at least, judicial 
rulings seem to uphold the contention that even if notice 
of cancellation has'been sent and received, a bank is still 
under the obligation to accept the bills drawn upon it if 
the exporter elects still to draw. 

Unconfirmed Banker’s Credit. 

In contradistinction to a confirmed banker’s credit, we 
have what is known as an unconfirmed banker's credit, 
a terra which hardly merits the inclusion of the word 
“ banker’s ” in it, fot in many cases the banker is merely 
the intermediary through whom it isuadvised. In fact, 
it is often merely an authorization by the importer to 
his principal, the exporter, to draw bills on a certain 
bank, on the understanding that the banker'may, but 
does not, guarantec^in advance that it will accept the 
bills drawn under the credit. 

■ To explain the working of these credits; we will suppose 
that A, the British importer, asks one of the London 
banks, say, the City and Midland, to arrange for the 
National Bank of India- in Calcutta to buy the Indian 
exporter B’s bills drawn on the London City and Midland 
Bank for account of'A. The London City and Midland 
Bank h^re sends advice of this-to the London office of the 
National Bank of India, at the same time asking that 
bank to advise its Calcutta office that ii may negotiate 
Q’s bills drawn on the London City and Midland Bank, 
but it should be noted that there is nO actual undertaking 
on the part of the City and Midland to accept the bills. 
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alt&ougfa in praxrtice, ^icceptpnce is not generally refused. 
The Mowing specimen wiU give some iSea of the form of 
such a credit. * 

• Credit No. 69. Bldnktown, 2l&th May, 19.. 

To A B.* ^ * 

' Somewhere in the ^asi. 

By this letter we beg to open with youjxn Unconfirmed 

Credit in favour of C D S*Co. for an amount of ., 

available by drafts drawn at . months date or sight, 

against delivery of the following documents — 

Bill of Lading issued " to order” and blank endorsed. 

Policy of Insurance. 

Invoice. • 

Certificates of Origin. 

(Signed) EF & Co. 

The banker negotiating the bills has the documents 
of title to the goods against which the bill is drawn, 
attached to the draft, and thise he will not part with ,, 
until the. bill is either accepted or paid. 

It will be seen, therefore, that in opening unconfirmed 
credits one is given to understand that i. bank may, and 
will accept the bills if in order, but at the same time no 
definite undertaking to accept is given. Moreover, there 
seOTs to be an unwritten law that Such credits may be 
cancelled by the Bankers at any time it appears advisable • 
so to do, which may be all right as far as the banker is 
concerned, seeing that he has nevei; really bound himself 
to accept the bills. The view taken by the banker seeing 
to be that morally he is liable, legally he is not, but the writer 
is of opinion that by causing the credit to be advised to the 
exporter, the banker does gd very near giving anjmplied 
warranty to accept the bills. The case of the exporter 
or manufacturer wsrho has adted on the strength of the 
advice of the issue of the credit seems to be on a different 
plane, and there is reaSon to suppose that if ev!r cancellation 
forms the cause for l^al action, the decision will be that 
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unconfirmed credits are only fuljjec^ to revocation to ihe 
extent that they 'shall not have been acted uppntwhen 
notice of revocation or cancellation is received by the 
exporter' or whoever the usgr may* be. 

It may be no^edjn passing that Vhird parties, that is' 
foreign banks or exchange dealers, purchase bills drawn 
under confirmed banker’s, creditsson the security ,of the 
drawee bank: ’'the credit which the exporter produces 
when offering bills for sale is 'proof of his right to draw, 
and is the agreement of ^ first-class London banker to 
accept the bills. With bills drawn on the strength of the 
issue of an unconfirmed bank credit, the foreign or Colonial 
banker relies to a certain extent upofi the possibility of 
the' London banker’s 'accepting them, buf knowing the 
risks attendant upon the business, he also pays special 
attention te. the standing of the other parties to the 
transaction—^the impcjrter and exporter. 

Drawers of bills under these unconfirmed credits have 
constantly endeavoured tp eliminate their responsibility 
by insisting on the credits being issued " without 
recourse,” the effect of which is that the drawer of the 
bill, once he has* negotiated it through the London bank, 
or, if abroad, through a foreign bank, and provided the bill 
Itself bears the worjls “ without recourse,” has no further 
responsibility on it, and if an 5 h;hing is wrong the banker 
can only look to the drawee for repa 5 nn 6 nt of his advance. 
For this reason bankers are very chary about advising 
credits " without recourse.” 

Irrevocable Credit. 

Shippers sometimes protect themselves by insisting on 
what ij termed an irrevocable credit. Cases have come 
under the writer’s notice where a manufacturer or shipper 
has refused to take orders from abroad„unless he is quite 
,sure of obtaining payment immediately the goods are 
ready for shipment. With a credit of this nature the 
exporter is perfectly sure, too, that the opener cannot 
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fanc^ it until the <;ontra(^ for the sale of the goods it is 
int«d*d to finance is completed. 

Gleam Credit. 

The ne^t instrumentito be ctnsider^ is what is calldll 
in market jargon, a clean credit. To the uninitiated 
the aame is no clue»to the .real nature of the credit; 
the appellation is derived from thi fact that bills 
are drawn under the credit without dociyneitts in any 
shape or form being attached, in other words, absolutely 
clean. Clean credits are generally opc'ned by firms abroad 
in favour of shippers or merchants in this country, or, 
conversely, may'be opened by importers in Londcyi in 
favour of foreign exporters, and the procedure followed 
when opening the credit is this : A B goes to a bank in 
his own city and informs them of his desire to open a 
clean credit. The banker then gives him a form to fill up 
and sign: in it A B states that he wishes the credit to 
be in favour of C D, whom h* thereby authorizes to dra’i 
bills on him to the extent of so many pounds sterling, 
at so many days’ op months’ date or sight, as the case may 
be, and in consideration of the bank's buying (the banker 
calls it ‘^negotiating "), C D’s drafts, A B engages to 
accept and pay them at maturity, provided they do not 
exceed in the aggregate the sum naihed in the credit. The 
credit is available only for a certain period, usually ndt 
exceeding six months, and to preserve his recourse on A B, 
the drawee, the banker must not 9II0W C D to dr^w bills 
after the date indicated in the trecfit. , 

In most cases drafts drawn under clean credits represent 
bond fide shipments, the documents for which have been 
sent direct to the consignSes, but in some instances it is 
quite manifest that the bills are drawn by persons or 
firms speculating in exchadge, and for thi^ reason banks 
opening the credits exercise a wide discretion in granting 
the accommodation. The risks involved are obvious; 
if for any reason the drawee does not accept or pay the 

13—(ISM) 
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bills in accordance with the v^odertalcing he has signed, 
there is no security^in the shape of documents of*title to 
goods for the bapk to fall back upon? and the only remedy 
is to seek out the drawer of the bills and endeavour to 
(Jbtain repayment f)f .the fcnount fidvanced—of Jen a diffi¬ 
cult and unsatisfactory task. Clean .credits are, therefore, 
generally advised by the b,ankers only* for firms of the 
highest standing, fnd if a banker has any doubt about the 
position of the parties to the credit, he insists upon a 
margin being deposited wijh him, consisting of actual 
cash or securities, aad he sometimes secures protection by 
obtaining a suitable guar£\ntee from a third party. 

Documentary Credit. 

Another form of credit which is familiar to most persons 
dealing in foKiign exchange is that known as a documentary 
credit, which it will be seen is merely a variation of the 
unconfirmed credit previously referred to, although in 
fthij case it is usually a meKantile firm which accepts the 
bills ; not a bank. 

As a rule, a documentary credit is opened at the request 
of an importer, Who approaches the bank, either here or 
abroad, according to which side is shipping, and having 
acquainted the banl? with his desire to open the credit, 
he is handed ^ form tt» fill up and sign. In this form he 
ktates that he wishes to open a docunlentary credit in 
favour of the foreign exporter, A B, of Blanktown, 
mentions the total sunj for which the credit is to be made 
available, and states whfether one or a series of drafts is 
to be drawn. He dso gives a few particulars of the 
merchandise to be shijiped, and agrees to effect the marine 
insurano? on the goods. In konsideration of the bank’s 
agreeing to make advances on the bills which A B may 
draw on hin) up to a certaih specified eunount, he. the 
importer, engages to accept and pay them at maturity 
if drawn in accordance with the tends of the credit. 

This credit has the two-fold advantage of enabling the 
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exporte’r to obtain paynier/t for his yares immediately 
they kreVeady for shipment, and the foreign importer to 
obtain delivery of the ^oods at the port of'cfestiaation on 
acceptance or payme^it o^ the bill. 

Each bill •drawn under' the credit is’ atcompanjed by a 
full set of shfppiiig aocuments, usually invoice, bill of 
lading,* and insurance policy, ’all duly hypothecated to 
the bank as security for tb# due payment: of the bills, and 
by examining these documents of title to the goods, the 
banker is able to see that the tonditions of the credit are 
complied with. ’ * 

Very often the exporter is allo\fred to draw for the full 
value of the gaods as invoiced„but, if shipments represint 
speculative merchandise, it is customary to permit only 
a percentage to be drawn for. 

The difference between this credit and a confirmed bank 
credit is emphasized when it is remembered that the notice 
of the opening of a documentary credit which is served on 
the exporter, often contains a dause pointing out that It * 
is not to be consid&ed as a bank credit, and does not 
relieve the exporter .from the liability usually attaching 
to the drawgr of a bill of exchange. Further, that although 
the credit is to be considered as open for, say, six months 
(the exact time is specified), it may Re cancelled by the 
bjpk upon giving notice to the parties concerned. The , 
name “ documentary credit" would therefore appear to be a 
misnomer: it is more correct to regard a documentary 
credit as an authorizatiorv by the jmporter to the bimker 
to make certain advances to the exporter, on the joinf 
responsibility of importer and exporter. 

London Acceptance Grfedit. , • 

The exigencies of modern .commerce have called into 
being still another form of credit, a variation* of the con¬ 
firmed banker’s credij:, which, although not encouraged* 
in some quarters, tends to become more common every 
day. Where a British exporter is held in high esteem, a 
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foreign branch may ofpn* what is called a 1-onion 
acceptance credit, which entitles him to draw bflls on 
the London'‘branch of the banl^ up to a certain limit, 
previously arranged between the paij^ies. 

A cr^it of this hatufe is more particularly used where 
exporters are consigning goods to a ^foreign branch of 
their own firm, although it may “be, of course, utilized if 
the goods are cinsigned for sale to agents. 

When a London acceptance credit is opened there will 
often be no formal docuncent exchanged; the matter is 
often settled by "the exchange of letters. However, as 
soon as the details of tlie transaction have been agreed to, 
tbi shipper prepares his ^bill of excfiang^. attaches the 
requisite shipping documents, and presents the complete 
set to the banker. The biU, it should be noted, is drawn 
at three or six months’ date on the London banker, who, 
if everything is in order, detaches it from the other docu¬ 
ments, accepts it, ,and returns the bill completed to the 
drawer, the British exporter. The shipping documents 
are then forwarded by the banker to Kis own branch abroad 
for delivery to the consignees. A, small commission is 
charged for this accommodation, and in reaUty the trader 
pledges his goods with the banker, for he signs a letter of 
hjrpothecation givifig the banker a lien over the shipment, 
and also undertakes" that the proceeds of the consignrqent 
shall be remitted to London through ’the foreign branch 
bank at or before maturity of the bill, upon which the 
banlier has now become liabje as acceptor. The com- 
'pleted bill in the, hands of the drawer is now a bank 
acceptance, and as such it can be turned into cash 
immediately at the*^ best rates on the London discount 
market. 

The shipper does not always draw for the full value of 
the shipment, as the banlcer will soifietimes accept for 
only 75 per jent. of the invoice value, but in all cases the 
banker’s accepting bills under these credits is considered 
as an advance on the security of the whole of the shipment. 
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Moreover, he does not lose his recourse on th? drawer by 

the mere fact of his cleliverilig the produce to the foreign 
consignees, since in the Letter of H 3 ^othecation the 
exporter signs in Lon^n, he specially ufl^ertakes that 
,when the documentseof title td the goods are delivered to, 
the consigncihs, the latter are to hold thenf until realization, 
and the proceeSs ofisale after realization, in trust on behalf 
of the*banker. A further point to be noticed is, that if 
for any reason sufficient funds should no( be foryicoming 
to repay the banker for the amount of his‘advance, as 
represented by the bill or bill^ he has ^accepted and will 
have to pay at due date, then the exporter engages to 
make up the deficiency forthwith'. 

• 

Omnibus Credit. 

London banks and finance houses sometimes enable 
shippers to obtain prompt paymejit for their produce 
by issuing an instrument called, in the language of the 
Money Market, an “ omnibus, credA.” This credit is 
generally granted tc. firms of high standing, who give the 
banks a general lien over their goods and, in return, are 
permitted to draw round amounts againJt them. 

The confparative economy of the various methods 
employed in financing foreign trade* by means of the 
various credits we have described, will be further explained 
w^en we come to examine the actual bills drawn. 

Revolving Credit. 

« 

In conclusion, it may be stated that most of the crediti 
which are opened for the purpose of enabling exporters to 
obtain payment for goods as pd when ready for shipment, 
can be made into revolving credits, and in order fb dispel 
the misunderstanding which often exists as to the exact 
nature of revolving credits, some explanation is necessary. 

There are really tljree forms of revolving credit, and* 
the first and most familiar form is one which permits the 
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exporter to draw drafts up to, say, £1,000 outstanding 
at any one time:. the bills, ^ course, will be drawn at 
various intervals, as the goods become ready lor'ship¬ 
ment. la dtJe* course the £1,000 limit is reached, but as 
^soon as sufficient time has felapsfd for the first bill to be, 
paid, or ,for advid; of prurient tb reach home, whichever 
may be arranged, the credit becomes autWatically re- 
available until the actual amount outstanding'again 
rpaches £1,000. 

The second form of revolving credit is one which enables 
the accredited person to dAw, say, £500 at any one time 
in one draft. When that bill has matured and been paid, 
he is at liberty to draw 4 further £500. ^ 

Ih the third case, tha revolving credit is ofened for, say, 
£500, and as soon as that amount is drawn the credit is 
again available for the original amount. In point of fact 
this last form is practically a credit for an unlimited amount 
but with tliis restriction, that the sum for which the credit 
is opened must be drawn in a single bill.^ 

■The benefits conferred upon the trading and mercantile 
community by the issue of commercial letters of credit 
win now be patept to the reader. As far as the exporters 
are concerned, as soon as their goods are ready for ship¬ 
ment they are given the power to draw bills for the cost of 
their commodities, 'find the banker pays the whole sum 
due, or a largfe proportion of it, without i^s being incumber.t 
upon the exporter to wait for the return of his money. He 
is practically saved interest on his money for the lengthy 
period which must elapse between the dispatch and receipt 
6 f the goods abroad, plus the time the bills drawn have 
to run after acceptance by the foreign drawee. A 
manufacturer or merchant ,is thus able to turn his 
money bver much quicker than would otherwise be the 
case, and this economy of. time and ^money not only 

* For full fhfonnation in regard to credits, the position of the 
V)eneficiary and the banker, together with legal cases relating 
to credits, the* reader is referred to Bankers' Credits, by W. F. 
Spalding. (Sir Isaac Pitman & Sons, Ltd.) 



ON CREDITS 


167 


lowers the cost of production, l)ut facilitates further . 
production. ‘ f t 

The importers in their turn have the advantage of being 
able to deal with the g^ds some time beforbit is necessary 
to pay for them, an^ th? peribd between their acceptance^ 
of bills and*payment is id most clises sulucient for them to 
realize the merchandise and have the proceeds in hand 
ready‘to pay the bilfs at diie date, without its being 
necessary for them to touah a penny of their own capitid. 



CHAPTER XVI r 

BILLS DRAWN UNDER VARIOUS CREDITS. SHIPPING 
DOCUMENTS ATTACHED TO FOREIGN BILLS. BANKER’S 
SECURITY WHERE DOCUMENTARY BILLS ARE 
NEGOTIATED. CURRENCY BILLS 

The demand bills- to which travelling letters of credit 
give rise call for no fui+her comment, beyond the fact 
that they are one of the constituents di that great mass 
of foreign bills which constantly exercises an influence on 
the exchanges. 

Bills drawn under . Confirmed Banker’s Credit. 

To arrive at a corsect understanding of the bills drawn 
^ under the confirmed bankeb’s credit we will trace a sup¬ 
posed transaction. A in Spain is an'importer of hides, 
B is the exporter in Calcutta. The operation will be 
financed in the following way: A in Spain would request 
his bankers, the Bank of Spain, to instruct their corre¬ 
spondents in London, say, Lloyds Bank, to issue a con¬ 
firmed credit in favour of B, and the credit is drawn uf 
and forwarded to B. When B has the hides ready for 
shipment, he draws his draft, say, at sixty or ninety days’ 
Sight on Lloyds Bank, London, for the invoice cost, 
takes it, together with the complete shipping documents, 
to a local banker in falcutta, say, the National Bank of 
India, who, after proper examination, will purchase the 
bill and endorse the amount on the letter of credit, which 
is then returned to B for future use. The bill of exchange 
and the shipping documents are then sent to London by 
the National JBank of India for presentation to Lloyds 
Bank, who In due course will accept the bill for account 
168 
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of the Spanish Bank and receive the shipping docnmefits, 
which will subsequefttly ’ b,^ forwarded to Spain. The 
bill itSelf will be retained in London, and will probably 
be sold on the discountfearket by the Natioifel B<ink. 
j The Bank of Spaii^ or jts agents, will care for the ship¬ 
ment when Jt arrives, or will arrange tKa} A takes delivery * 
of the hides ftndej certain agreed conditions, payment 
finally‘being made to Ihe baiflc in one or other of the 
methods described in the preceding chapter. 

We might have chosen a direct operation b»twe*en Great 
Britain and India, but our object in giving this three- 
cornered transaction as an example wal to emphasize the 
fact that the bills ^re often drawn bn London for shipments 
wliich do not “piter this country at all. ♦ 

One other point calls for attention in regard to the bills 
drawn under confirmed bank credits; as they are drawn 
on first-class London bankers, there is not flie slightest 
difficulty in disposing of them, and Immediately the letter 
of credit is produced, foreign bankers qnd exchange dealers 
will be glad to purchase the bflls, as they know that the » 
risk is practically infinitesimal. Drafts drawn under con¬ 
firmed bankers’ credits can always be sold at a more 
favourable* rate of exchange than those bills drawn on 
merchant firms. That is really the raison d’etre of a 
banker’s credit. Bills drawn on fdteign importers, of 
irtiom the bank to which they are ofiered for sale’ knows 
nothing, would receive scant attention, and the most the 
banker would offer to do would be to send them for collec¬ 
tion ; but with the name of a firsVclass London bank or 
accepting house on the bills as drawee, the whole aspeet 
of the transaction is altered, and the seller is able to exact 
the finest rates from bankers purchasing the paper. 

Bills under unconfirmed banker’s credits were'discussed 
at some length in the last chapter; it only remains to 
add that, althougii readily negotiable, they do not command 
quite such good ratps as those drawn agajpst confirmed 
banker’s credits. 
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Vi e mentioned the c4se in which bills drawn on a London 
banker against ijnconfirmedj dredi'ts without previous 
anangement might be refused acceptance. The reasons 
for the hpukd/o refusing to lend iJj name to the bills are 
diverse, but generally it wll b^ foynd on investigation 
that, having alre^dj^ acclpted other bills for'the clients, 
the banker considers the amount for,whi<Jn he is liable 
as acceptor is suflScient in View of 'the customer’s fidancial 
responsibility. He therefore dsclines to add to the risk 
until some of the bills have been provided for. In such 
circumstances it is incumbent upon the importer to get 
some other bank to' accept the bills drawn, and the London 
office of the foreign or celonial bank holding the bills may 
subsequently be asked to present the bills for acceptance 
elsewhere. As an alternative, if the importer can get no 
other bank to accept for him, he will have to provide the 
necessary funds to take up the bill and so procure the 
documents for the goods he is anxious to obtain. 

We might mentiop here, what ought perhaps to have 
i.been emphasized earlier, thkt in most cases where a banker 
agrees to accept bills for a client, he ‘obtains some satis¬ 
factory written undertaking from that client to provide 
funds to pay the bills by the time they arrive at maturity. 

Bills under Gleen Credits. 

Buis drawn, under clean credits are in some respect" 
'unsatisfactory documents to deal with, since in the event 
of anything happening to the parties operating, there is 
no collateral security upon which, the banker or his agents 
can foreclose. The reason given by most exporters who 
do adopt this method of finance is, that by sending the 
shipping documents ior their produce direct to the con¬ 
signees much time a^d trouble is saved, and the importer 
is often placed in the position to deal with the goods long 
before the bills arrive if passed through' the bank. The 
custom in soipe trades of selling commodities forward is 
presumably, what is referred to, as in the ordinary course 
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biljs and documents sent by mail often arrivs before/ the 
steamer carrying thft gobd|, in which) case there would 
appeir to be no obj ect in sending the documents in advance 
to the consignee. Hdvever, the point is-tliat juch bills 
I are drawn, and as w<j mentioned, they are often taken from 
first-class firms of high* financill responsibility. Where 
a clean credit is ejpened, all the exporter has to do is to 
preseift his bill to the Bank, generally in duplicate, and if 
properly drawn, the banker buys the bill and sends it to 
his foreign branch, agent, or correspondent, who presents 
it for acceptance and at matarity remits the proceeds to 
the banker who had purchased it frdm the exporter in 
London, or abroa;^, as the case fiiay be. 

Bills under Documentary Credits. 

Bills drawn under documentary credits form one of the 
principal items in a foreign exchange banker’s business, 
and the paper is known by various names; documentary 
bills, documentary paper and hypothecation paper, all 
refer to the same class of bill.* These bills are drawn .by . 
the exporter on the'importer, and it is necessary in aU cases 
for the former to have the shipping documents relating 
to his goc^s to attach to his bills. They must be sent in 
to the banker in complete sets; besides the bills of 
exchange in duplicate or triplicate, there will be the bills 
#f lading, marine insurance policy, certified invoied, and in 
many cases a certificate of origin or consular certificate’ 
is required, also in duplicate or triplicate. With these 
documents in his possession it is then time for the exporter 
to present the bills to the bank for sal?. After examination 
of all the documents, if everything is in order, the banker 
will pay the drawer the agreed amount and will then remit 
the bills and shipping documents to iheir destination. 

It depends on the terms of the credit whether or not the 
shipping documents are d^vered to the drawee against 
acceptance or against payment. If it is^intended that 
they shall be handed over on acceptance of the bill, there 
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will be a statement to that effect in the documentafy 
credit; in the abse?ce of such f clausS, it is always under¬ 
stood that the banker must hold the documents, 'and, 
for the time tfeiiig, the goods, untiithe drawee pays the 
bill. As a rule, the clause,*" Dqpumfnts on Payment," 
does not appear initfie credit. 

Now let us examine a few of the essevtial "points in the 
documents which accompany these *bills. 

.The bill of ladiVig, being theKictual document of title 
to the goods, is the most important, so we will take that first. 

Most bankers negotiating 'documentary bills insist that 
the complete set of bills of lading wliich accompanies these 
drafts must be made outto order,” anjl blank endorsed. 
A tSank endorsement, as the reader is probably aware, 
is formed by the person in whose favour the bill of lading 
is made out endorsing his name on the instrument: thus, 
if the bill of lading is to the order of John Jones, he simply 
writes on the back “ John Jones.” The effect of such an 
endorsement is to make the goods deliverable to the holder, 
"and as long as the bank or'its agents retain possession of 
the bills of lading, their title to the merchandise is un¬ 
impeachable. It^is obvious that a bill of lading to the 
order of the consignees would defeat the bank’s clrim to the 
goods until the consignee had endorsed the bills of lading; 
consequently, in such'a form they should not be accepted. * 

It is customury also to require the bills of lading to be 
marked by the shipping company “ Freight Paid,” other¬ 
wise the bank purchasing the drafts to which these are 
attached, might find k^elf mulrted in heavy charges, 
wliich would considerably detract from the value of the 
security they hold. In some cases the freight receipt is 
attached. Too much care cannot be taken in regard to 

‘ " Chapter 31, Sub-sffction 4 of the Customs (War Powers) Act, 
1915, made it obligatory in certain cases for the exporters to 
insert the names of consignees in bills of lading. To meet the 
requirements ofthe Act, and also those of the negotiating banks, 
the bills of lading are therefore being made out in the following 
form: ' Shipped unto A B (the consignee) at the order of C D 
(the shipper).’ CD endorses the bill of lading and the bank's 
security is intact.” 



BILLS DRAWN DNDER CREDITS, ELt. 


173 


bills (if lading, especially where the freight is concerned.' 
As i» Will known, the captiin has a lic4 over all the cargo 
for his freight, and if ^s is not paid whei\t^e ship arrives 
at its destination, the bank,negotiating the bill may be 
faced with, serious foss.The gi^ods will not be held ove/ 
indefinitely aivaiting the settlement of /he dispute between 
the consignee anc/ the»bank, but will promptly be placed 
in the care of the port authorities by^ the captain, and 
should the banker find it necessary eventually to take 
charge of the goods, he will ^le saddled with other heavy 
expenses besides the freight, aU of which he may have 
difficulty in recovering. Incidentally, it may be pointed 
out that care shcfuld be taken to see that all copies the 
bill of lading come into the possession of the banker who 
purchases the bill of exchange, for the reason that as one 
copy has no priority over the other, delivery is made to 
the person who first presents a duly authenticated copy. 

When a bill of exchange having the relative documents 
attached is presented for accepta&ice, the drawee _has^ 
no property in su.jh documents until he either accepts or 
pays the bill, and t]ie Sale of Goods Act specially recognizes 
the importance of the bill of lading ki this connection. 
Section 1&, Sub-section 3, definitely enacts that the person 
to whom one of these bills of exchange is sent cannot retain . 
^the bill of lading unless he honours the bill, that is; either 
pays or accepts It on the spot. ‘ 

The marine insurance policies, or certificates for insur¬ 
ance which accompany the draft,^ should be in favour of 
the bank, or if drawn out in faVour of the drawers, tljen 
blank endorsed by them. The reason for this proviso is 
to ensure the value of the shipment being paid to the bank 
• in the event of loss; the bank, or the person tp whom it 

* The following is the actual wording of the sub-section in 
question— ^ * 

“ Where the seller of goods draws on the bujier for the price, 
and transmits the bill of exchange and bill of lading to the buyer 
together, to secure acceptance or payment of th<» bill of exchange^ 
the buyer is bound to return the bill of lading if he does not honour 
the bill of exchange, and if he wrongfully retains the bill of lading 
the property in the goods does not pass to him." 
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has transferred the^ policies, w<juld claim on the insurance 
company. 

Certificates ,pf insurance are thqpe declarations which 
represent part only of the sun? insurM under a larger policy. 
^iVhere a number of shipmj^nts are^maae it is u^nal to have 
one general policy, called an open or floating policy, 
under which declarations for the*, various consignments 
can be made from„time to time. ^ The insurance companies 
iii such cases grant separate certificates for each shipment, 
and as the risks they purport to cover should conform to 
those set forth in ithe floating policy, it is wise for the 
banker to have the terms and conditions of the latter 
doc\iment (including the total amount covered) confirmed 
to him by the insurance company. 

Reference should be made to the shipper’s invoice to 
see that the goods invoiced are not of a lower value than the 
amount represented by the bills of exchange. Merchandise 
of a speculative nature is generally avoided by bankers. 

^ Certificates of ori^n or* consular certificates depend 
upon the Customs regulations and requirements of the 
various ports in the countries to wljich the goods are 
shipped, and it is impossible to indicate any hard and fast 
rules concerning such documents: the banker negotiating 
the bills is expected tf acquaint himself with the conditions 
before'operating. 

There is one other doctunent which' bankers require 
persons from whom they purchase these documentary 
bills to sign ; it is called a letter _ of hypothecation. At 
orjp time it was customary to insist upon a letter of 
hypothecation’s accompanying each set of bills drawn 
under a documentary credit, but in order to facilitate 
business this rule has of late 'years been relaxed, and it' 
is now usual to obtain a general letter of h)pothecation 
covering all t,he bills which may from fime to time be 
purchased from the exporters. 

The term? of this general letter of hypothecation are 
fairly comprehensive, and give the banker full power to 
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* ' ) 
deaf with the relative collateral security at tfie port of 
destin^ioB. He is empowered, if circumstances render it 
necessary, to insure the^ goods against both, ^re and sea 
risk, store them, and tate all sijch care of the goods as he 
%ould if they^were hil*owri property, all, be it understood, 

* at th^expense, of the drawer of the bill. Provision is 
also ma^e to cover 'case'', where,conditional acceptance is 
taken. Finally, if the freight remain unpaid, or if the 
acceptor of the bill default, the banker is authorized to sell’ 
all or such part of the goods as ,may be necessary to liqui¬ 
date the amount he has advanced, and if the proceeds of 
sale be insufficient to pay the amriunt of the bill or bills, 
he has the power t(?draw for the deficiency on the persons 
who signed the'general letter bf h3q3othecation. It will 
be realized, therefore, that the banlcer seeks to protect 
himself to the utmost; yet in spite of all these precautions 
losses are made, especially where the parties concerned 
become insolvent and the goods do not reahze the amount 
for which the bills have been drawn.'" 

» 

Bills under London Acceptance Credits. 

Now we come to the bills drawn under the London 
acceptance credits. In this instance, the bill is not sent out 
of the country, but is accepted in London by the banker 
who has opiened the credit: with the documentary dtedit 
t^e bill is drawn on the importer abroad and accepted by 
him when presented there by the banker, who then retains 
it until date of maturity or else gets it discounted on the 
market. The bill accepted by the banker under the^ 
London acceptance credit is returned to the drawer, who, 
of course, promptly turns it into cashrin i^ngland. 

There is no difference in the actual shipping dosuments 
which form the basis for the drawing of a bill under the 
London acceptanoe credit; they are similar in all respects 
to those which accompany a bill drawn under a docu-, 
mentary credit, but it should be noticed thal ft letter of 
hypothecation is required far each shipment financed 
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through tie bank in London; ,a ^neral letter oi hypo¬ 
thecation coveriiig a series 'of shipments is not ;isu^y 
taken in tl^e, case of the Lond^ accepting credit. It 
must also be remembered that where the bills are negotiated 
under a documentary credit, tlje proceeds oHhe b^ art 
under the control of and actually obtained by the banker 
or his agent; consequently, he is able td secure the exchange 
profit on the homeward remittances. It is not so with 
'the London acceptances. Although the goods are more 
or less under the control oj( the banker, and the consignees 
are said to hold ithe proceeds of sales in trust on behalf 
of the banker, it by no,jneans follows that the banker ever 
secures control of the funds, although in theory he is 
supposed to do so. All tile consignee is bbund to do is to 
see that the remittances are sent home to London in time 
to reimburse the banker for the amount of the bill he has 
accepted and will have to pay at due date. For this 
purpose the consignee is bound in most cases to remit the 
mount by telegraphic transfers or approved bank bills of 
exchange on London, and these he may purchase abroad 
where he likes; the business generally goes to the exchange 
banker quoting the finest rates for making the remittance. 
Although the accepting banker in London tries to stipulate 
when making thcii contract that the resulting exchange 
shafribe passed through his foreign branch if rates are 
equal to those quoted by his competitors, it frequently 
happens that the remittance even then is made through 
other channels. 

Sometimes, however, the banker is able to obtain control 
of the counter remittance. He gets the exporter to draw 
two bills: the first i.tU be the bill which is drawn on and 
accepted by the banker in Lttndom; the other is drawn by 
the exporter on the importer, and is attached to the ship¬ 
ping documents. It is sent out through 'Ihe bank for coUec- 
,tion, and the proceeds are eventually used by the bank 
in retiremerft of the bill it has previously accepted. 

The various methods just described are those in force 
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with t^e foreign and Colonial branch banks nn London, 
but the .practice adopted jby the Lc)idon joint stock 
banks who accept bills in London for their clients is very 
similar. In the case ^ a London bmik ^h ix> foreign 
a branches, however, t^ie oaly tlflng to be done is to send the, 
docuJhents to the foreign centre^ through one or other of 
the foreign banks astablished in London. If two bills are 
drawnrthe procedure w&l be simple, for the foreign banker 
will merely collect the ohe attached tb the (^cumente 
for account of the London bank and remit the proceeds 
in due course. Where documents are sent forward without 
a bill, the instructions to be followed by the foreign bank 
will be embodied in a letter, and m this latter case there is 
obviously not the same control over the collateral security 
as there is where a second bill is drawn and sent for 
collection. 

A practice to be condemned is that by which some 
London banks finance their clients^ foreign shipments by 
accepting bills in London, and then allowing the exporters 
themselves to send ,the shipping documents forward to the ' 
consignees. By losing control of those documents the 
banker has absolutSy no security for tbp payment of the 
bills he has accepted, and if funds are not forthcoming 
at maturity, the banker will have to pay the bills himself. 

Currency Bills. • 

All the bills we have referred to in this chapter are 
understood to be in sterling. Currency bills come under 
a different category. They are bdth purchased and sent 
for collection by the bankers. If sent for collection, tSe 
drawer awaits advice of payment fjrom the banker, who 
will ultimately remit, him, the proceeds. The currency 
bills the banker purchases outright are taken on*the joint 
security of the,drawer, drawee, and endorsers, if any, 
and the banker will pay due regard to the financial standing 
of all parties; they are all jointly and severally liable on 
the bill until payment has been made to the'banker. 
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METHODB B'/'WHrCH EXPORTERS,* OBTAIN PAYMENT FOR 
THEIR PRODUCl^. PARtIaL BELIV£RIES ; MARGINAL 

DEPOSIT RECEIPTS ^iND TRUST RECEIPTS.' BILLS 

e 

ON THE FAR EASTERN CO#JNTRIES 

Riches, it is sai4, are like sea-water: the more you drink 
'the thifttier you become. We may with reason apply 
the simile to the exporter,i-for the greater the credit facili¬ 
ties he gets from- the banker, the more eager will he 
become to find a cheaper way to finance his produce: it 
matters not what credit system the%anks evolve, the 
trader will always be ready to offer suggestions for a more 
economical way of carr 3 dng out the bankers’ proposals. 
The outcoifle of all this bargaining is that the large firms 
are able to get theip business done at the very lowest 
rates, while the smaller houses have to be content’ with 
Ifiss advantageous lerms;»the smallness of the exchange 
banker’s profit in the one case is offsfet by the magnitude 
of the operations he puts through, and in the other he looks 
upon the highef return as a compensation or insurance 
for the greater risks he runs. Financial standing and 
responsibility coun^ for everything. We have seen how 
the fransactipns in a general way are carried out, and lye 
may now proceed to exapiine more closely the various 
methods by whic}! the exporters to the more important 
countries seek to obt^n payment for their commodities 
?t a minimum cost, to Themselves. 

Opinion Lists ai^d Credit Lists. 

It is apparent that this biG finailce is a business which 
requires expert and extensive knowledge, not only of 
money-changing, but also of Inen and things. The foreign 
banker, or for that matter, any other banker who does 
exchange buaness, is bound to keep at his finger-ends the 
1V8 
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Standing and morale of every lulu lui lie ituijcpia 

bills, Of t* whom he makes iash advands on the security 
of bills of exchange, and this necessitates keeping ol 
special books, or cara‘indices called " Opinion Lists,’‘ 
Vhicl^rm, jo to speik, the finan|ial history of his clients. 
In th^d daystfuch confidential records ^ving the financial 
positioiu of the various firms were never kept in written 
form; each exchange broiler or banker preferred to rely 
solely upon such facts as he could keep in hi? oWn mind. 
The system did not exactly causf chaos, but it led to trouble 
when the man whose sound knowledge ofithe parties to bills 
of exchange happened to be awaj« from the ofiice, and in 
the event of his reftrement or death, his successor usually 
experienced difficulty in picking up the threads of this 
very essential part of the business. In the course of time, 
therefore, most banks and finance houses found ft expedient 
•to start these special reference books, and the practice 
is now a very general one. They do not replace the well- 
known credit lists, such as “ Seyd's,’’ or " Bradstreet’s 
Ratings," but are jupplementary to those useful com¬ 
pendia of commercial information. Each banker gets to 
know what ^reliance may be placed on his*own clients, and 
a comparison of notes between the banks enables each one 
to make a clear estimate of the amounf»of accommodation 
Ilyich can safely be given to exporters and imported!* In 
the bankers’ opinion lists eacl) customer is accorded a 
certain classification, or credit worth, ^d the banker is 
guided by these details when dealing with the sellep of 
foreign bills. Naturally, the finarfeial,standing of a mer» 
chant governs to a large extent the credit facilities he 
enjoys, and when he applies to a bftnky to finance his 
shipments, or to buy his bifls, the relative soundness of 
his position not only influences the rates of exchange at 
which his bills wifi be bought, but also goveijis the total 
amount which the banker will buy or accept. The position* 
of the drawee also must be taken into account. When 
the drawers of a bill of exchange are financially strong. 
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and the drawees prompt in s^ttlipg their engagements, 
the hanker will pliy more fortthe bills than he wpul^ where 
the parties ai6 comparatively weak. 

Thesf, then, art; a few of the reasons which prompt the 
bankers to keep properly chronicled, up-to-date in{nrmai 
tion as to all persons wh*b may be expected ^o comedo them 
for accommodation ; and bearing theSe points in mind we 
may continue our investigation into the methods of finance 
• peculiar to the 'different classes connected with the export 
trade. 

Financing OuWard Shipments. 

^London Bankers’ Acceptances. •■There has been a 
marked tendency of late‘years to finan<5! outward ship¬ 
ments by means of London bankers' acceptances, and the 
reasons the exporters prefer this method to the more direct 
plan of drawing bills ,on the importers are soon explained: 
in a word, it is cheaper. When the London banker accepts 
a bill, the merchaift or e:fporter can sell it under discount 
forthwith and so receive his money for the shipment; 
he wants liquid capital in his business, and consequently 
cannot afford te keep the bill until maturity, since by so 
doing he would defeat the whole object of the operation, 
which is saving o| interest. If he sends a documentary 
bilKvr collection he must wait until the bill has arrived 
at its due (fate abroad before he can hope to receive fne 
amount due to him, but a banker’s acceptance, if he can 
get it, obviates tfiat delay. Even where the banker makes 
an advance on docum'entary bilfe, it often suits the exporter 
better if he can prevail upon the banker to accept bills in 
London. It is, oftcourse, the saving of interest which 
really ipakes the business aittractive, and it follows that 
financing by mean^ of bankers’ acceptances will be resorted 
to only when money is cheap on the London market. 
For exampfe, if a merchant can get a four months’ banker’s 
acceptance Siiscounted in London for about 2 per cent., 
that will be much cheaper finance than drawing a bill on 
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the imperter at three months’ sight, as in tUfe latter case 
the exHprter will be out of his money during the time the 
bill is on the water, plus the period it will be ranning after 
acceptance, to say nothing of the exchSnge charged and 
,the buyers’ fommissfcn. .These chargas are also a factor 
to be Ironed, with in the case^of sterling bills against 
which tte banker mikes jin advance under a documentary 
credit. 

The most striking instance of the comparative economy' 
of the two methods is to be fouqd in the case of shipments 
to India, China, and the East. Docunjentary bills upon 
which the bankers make advance in London contain a 
clause to the effecf that they are payable at the variops 
banks’ buying Irate for demadd bills on London, plus 
interest at, say, 6 per cent, from the date of the bill until the 
approximate date of arrival of the proceeds in London. 
These are called interest bills, an^ the following is a 
specimen of the kind of bill drawn. 

EXCHANGE FOJ^ £100. * 

. 22, Anchor Street, 

London. 

loth June, 19. 

At sixty days after sight pay ih^ first of ex^ange 
m (second unpaid) to the order of the Indian Bank, the sum 
of £100 (one hundred pounds sterling) Payable at the 
Indian Bank’s drawing rate for demand bills on London 
with interest at 6 per cerd. per annum added thereto ^rom 
the date hereof to approximate iue dole of arrival of the 
remittance in London—value received.^ 

*A. Suggins S’ Co. 

To C. Dollar & Co., 

CalcjfUa. 

• The interest clause sometimes reads: chL uiawco 

option at the A B Bank’s drawing rate lor deiaand drafts on 
p>ndon or at their telegraphic transfer rate on Lendon, with 
interest," etc,, etc. • 
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compaiisjon between the chsHgef on one of these bills 
and those on a bajpker’s acceptance in London, jhojvs the 
advantages of the one over the other. Take for example 
a documpntal-y biE bearing the interest clause, drawn on 
Madras for £500 ft three' months’Jsight. The int,erest‘ 
may be calculated appioximately for 120 'days,'^hich 
allows for the tenor of the bill and the time taken to get 
the proceeds back to London. Assuming interest to be 
at the r^te of 6 per cent. 

(, s. d. I t. d. 

the 120 days at 6% on ;£500 itould equal 9 17 3 
to which must*he added the Indian 

stamp duty.5 0 

—,-10 2 3 

A till drawn under an acceptance credit on*a London bank 
would be for the same period— 


120 days, sjy, 4 months'sight; the accepting com- £ s. d. 
mission may be taken as 1^% per annum—- 
U.% P®*' annum on ^500 for 4 months . . 2 10 0 

Discount on ^500 for 4 months, say, 2% . 3 6’ 8 

Stamp duty ..5 0 


1 8 

This shows plainly how much cheaper the business can 
be financed by taking a London banker's Acceptance. 
When money is dear, however, and the rate for discounting 
a four .months’ sig&t bill is, say, 4 per cent., firms will 
revert to intbrest bills, as there will be no appreciablfe 
saving on the acceptance transaction. 

As far as the foreign banks are concerned, they, of course, 
prefei the interest bills,, but although there is a higher 
yield on such paper, we have still to remember that a 
banker often advanqp the greater part of the amount 
represented by a'documentary bill, .while with an accept¬ 
ance he advances nothing. His only risk is that proceeds 
may not be forthcoming at maturity, q^id it is for this 
risk he charges the small commission of IJ per cent. The 
commission, small though it is, returns a very satisfactory 
profit if operations run into ^prge figures, but even taking 
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that into consideration, (jne may still befi^Hned to'ask 
why if is that the banker |is prepareij to make himself 
liable on acceptances for such a trifling commission. We 
have already shown tliat a bank’s fojlJign*4gents are, in 
^•mostcases,^ fully empowered* to control the collateral 
secunt^, and ^ in practice they db keep e sharp eye on the 
dispos^ of the nterchjndise the risk is reduced to a 
minimum. There is, however, a further point to be con¬ 
sidered, which is not preseht in the ordiilary inlapd bills-^ 
the question of exchange. The foreign banker expects 
to make a profit on the exchange in yie currency of the 
two countries when remittance^ are sent here to meet 
bills maturing. If, therefore, the banker does not ^et 
a share in the Exchange business, the return on the opera¬ 
tion hardly seems commensurate with the risk involved, 
small though it be. , 

Apart from these soi-disant London acceptances, there 
are several details which call for attention in the docu¬ 
mentary bill business with the East. Bills on Eastern 
countries are drawn at various usances, from one to six 
months’ sight, and it never seems to be clear to some 
people why a banker should prefer bills bearing the interest 
clause to fie drawn for short periods only. If, it is argued, 
a bill is drawn at six months’ sight, and it bears 6 per cent, 
interest from the date of the bill until the counter rei^ittance 
arrives in Londooi surely that is better for tHe banker than, 
if the bill is running for a much shorter time, say, one 
month. Long dated paper is, howdver, unsuitable to 
the exchange banker. Slippose helmys a bill on Shanghai 
at one month’s sight, the bill takes onS month on its journey 
out, and if accepted will be paid ii^ Shanghai two months 
after leaving London. The funds received from the 
encashment of the bill at maturity miJst be remitted by the 
banker to his clUnt, and thisiremittance takes, say, another 
month, which will have to be added to the other period 
to be charged, thus making three months in*all as the time 
for which interest at 6 per cent, will be added to the amount 
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of tlie origiilall^bi^l drawn from L 9 ndo;Q on Shanghai^ The 
reason the banker jwould ratly^r take these bills ,at,short 
usance in preference to the long dated paper is now easily 
explained*: tfee bi.iker must kee^ a proportion of his 
funds liquid for tfee purpose of purchasing home^d 
remittances, and U his kioney were locke,d up iil bills 
payable six months after sight (eig^t mbnths in ah)j, there 
would be a difficulty in meeting demands from those 
wishing to send ihoney to England. To tie funds up in 
long usance bills would, in fact, defeat one of the first 
principles of exchange baniiing, which is to keep funds 
liquid. It is also manifest that the exchange profit to be 
derived from an investment in homefward remittances 
will generally be greater than the return^'obtainable if 
the money is left in six months’ interest bills. 

Marginal,Deposit Receipt. As we have said before, 
a banker is not always prepared to advance the full amount 
of the bills. It often happens that exporters to the East, 
and also the importeiu upon whom bills are drawn, are not 
*of'sufficient standing to merit extensive credit facilities, 
and although bankers are willing to negotiate a fair 
amount of the experter’s bills, in the case we are considering 
they usually endeavour to limit their risk by retaining a 
margin on each bill negotiated. Suppose the drawer 
offers e-hill for £100, the banker will advance 75 per cent, 
and issue a marginal deposit receipt foe the remaining 
25 per cent., and a similar deduction will be made from each 
bill passed through the bank. Interest, at an agreed rate, 
is allowed on these mafgrns from* the time the bills are 
received by the bank'until the net proceeds are remitted 
from abroad, and then, jf all bills running are duly honoured 
and there is no dehciency, the full amount of the margin, 
plus interest, will be paid over to the client. 

Where interest bills are drawn it is customary to allow 
interest on the marginal deposit at the same rate as that 
called for in the bills. It would obviously be unfair to 
collect and rrtain, say, 6 per cent, on a bill for £100 from 
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the drawee, when only p5 had beenjaif|ufced to the 

drawee in London, so what«the banke) ifbally does is to 
obtain the full interest on the £100 from the drawee abroad, 
and then when the pKiceeds are reiffitted^to England, 
/mali^over tp the drJwer fhe interest on the £25 which he 
holds margyi against the payAent of»the draft. 

It is .usual to stijfulati} in the, marginal receipts that the 
deposits are held against " bill or bills running," and in 
general the amount will not be released until all hills havd 
been met. ^ 

On the face of it this system appears Jo afford sufficient, 
if not ample security to the bankers who advance against 
the bills of exchange, but where unscrupulous persons jxe 
concerned it is*open to abuse.' Once an exporter knows 
the amount which will be advanced against his paper, there 
is nothing to prevent his invoicing the produce at a price 
to cover the 25 per cent, margin, ^nd then drawing his 
bill of exchange in conformity. Unless the banker has 
an expert knowledge of the comipoditi* shipped, he cannot 
tell the exact price,»and although he advances what pur¬ 
ports to be 75 per cent, of the invoice value, it is plain that 
he is actually pa 5 dng the exporter the ftall amount of the 
bill, as the goods are invoiced at 25 per cent, in excess of 
their real value. For the successful, operation of this 
malpractice, some collusion between importer aOi> ex¬ 
citer is probably necessary, though it by no means follows < 
that the importer is always a party to the deception, which 
sooner or later is bound to come to ligh^. 

Bills for Collection. * In the «ase of bills, documentary 
or clean, sent for couection, there is no risk to the banker. 
He merely sends the paper forward t(> his Eastern branches 
and follows the instmctioiK given in the letter which 
accompanies the documents when delivered to him in 
London by the dmwer; if the documents are to be handed 
over to the Eastern importer against acceptance, he wil^ 


pass them on to the drawee when the bill Is completed, 
but if his instructions are, not to part with them until 
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payment is ih^V, the bill is simply predated for acc^tance, 
and if not thentojud, is heldpattached to the decujpients 
until it suits the importer to take them up. In the mean¬ 
time the goo(ils wilNse warehoused,-Und when the importer 
eventually retires the bill and ta(ses delivery, the procRids ' 
will be remitted toaLondofs, either by mail or^by telegfaphic 
transfer, at the option of tlje drawpr of the bill, and_ finally 
paid to him less the banker’s commission and charges. If 
the exporter’s instructions are, *’ all charges to be paid by 
the drawee,” the banker will collect them at the time the 
bill is paid in the ^^ast, and in that case the exporter will 
receive the net amount fpr which his bill is drawn. 

1^ connection with the documentary •bills drawn under 
the various forms of credit‘we have previftusly discussed, 
there are one or two customs which seem to be entirely 
for the benefit of the importer, and it is as well to mention 
them here. 

Documents on Payment. We will take first the' case 
of a bill drawn on ttn importer for, say, £300, at three 
months’ date, marked " documents on payment.” If on 
presentation the importer is not in a position to pay the 
bill, he merely accepts it and returns it to the banker. 
What the banker then does is to warehouse 'the goods 
either in his own \jarehouse, or in some neutral storage 
placer $nd here they are supposed to remain until the bill 
lis paid. In the East, however, and often elsewhere, it is 
customary to allow the importer to take delivery of a 
portion of the goods against part payment of the bill; 
these partial deliveries fcoatinue uhtil he has sold the whole 
shipment, and when'the last portion is taken away the 
banker is supposed t,D have received the total amount 
due on tlje bill. 

This practice might be very simple and satisfactory if 
only one bill were drawn, but where, as <s frequently the 
case, a number of drafts are running and a large amount 
of produce is^in the hands of the banker, the danger is 
that the acceptor of the bills may pay ior and take delivery 
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of those goods which^command a ready ixiMet. If allowed^ 
to do thjs, fie sometimes retires the bilj ^wn against the 
particular consignment of which he lushes to obtain 
possession; at other ■(times the proc«(eds <A sales will be 
• plsj^ed against the ^st bill inaturing* and as a result the* 
banki* may finally find himseiS left with a depreciated 
and inaflequate securi^, which by no means represents 
the value of the bills of exchange he has still on his hands. 
The confusion becomes wdrse confounddd if the pespective 
shipments are not kept strictly separate, as there will be 
a tendency for partial deliveries to be ^ken of a number of 
consignments, and no matter wl\ether the first or last bill 
be retired, the «bank will eventually be left witji a 
conglomeratioa of merchandise of doubtful marketable 
value. 

No matter how careful the banker or hij agents are, 
they cannot always tell whether the importer is taking 
out foods in proportion to the payment he makes. For 
example, a bill might be drawn for £600 against 100 cases 
of goods: if the banker is asked to deliver fifty cases and 
receives pa 5 Tnent of half the amount of the bill, £250, 
it is possible for the importer to take cases, the contents 
of which ^re worth £350, and leave the banker with the 
remaining fifty cases, which, although they are supposed 
to be security for the balance of the bill, are iif peality 
*worth only £150.. • 

There is then the case where the banker delivers the 
complete set of shipping documents ofi acceptance of the 
bill by the importer: "here he>Undoubtedly parti with 
the whole of his collateral security,* and, apart from tlie 
safeguard which the several letjprs of hypothecation 
we have mentioned are to.him, the banker’s qply means 
of protection is to obtain from fhe importer a trust 
receipt. The mere mention aif this document is a reminder 
that it is one of the instruments used in foreign exchange 
banking which ou^ht to be thoroughly* explained to 
the reader. 
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Trust RE6E|it*|,s., Shorn of aV its- technic^’tiesj the 
trust receipt is sL^pfy an undertaking which the accgjtor 
of a " Documents .pn Payment ” bill in a foreign port 
signs in order to obtcn delivery of tife goods before he has 
paid the bill. He recognizes the banhfs lien on the 
chandise, and undertakes th sell it and to pay,the pra^eeds 
into the bank as soon as received. 

In many cases the drawees are permitted to store the 
collateral security in their own warehouses, but in some 
places the banks have their,own storage accommodation 
(“ go-downs," they ?.re called in the East), which enables 
them to exercise sonie sort of a check on the deliveries. 

The custom of delivering goods untfer trust receipt 
seems to have originated ih America, where the law 
recognizes to a far greater extent than elsewhere the 
bank’s property in the goods after they are given up 
to the acceptor of a bill, As a matter of fact, a drawer 
of a bill from tliis side will rarely authorize delivery under 
Jrust receipt, and the ban,ks abroad more often than 
not take the responsibility themselves^ which means in 
effect that they part with the goods contrary to the instruc¬ 
tions of the drawer, to whom they are then, of course, 
responsible for the ultimate payment of the bill representing 
. the value of the shipment. The whole thing in principle 
amounts?to this: the difference between having a five- 
pwund note in your pocket and another man’s owing it to 
you; and although the system is good enough where the 
acceptor is perfectly trustworthy, yet, so long as human 
nature'is what it is, difficulties will always arise, and from 
the standpoint of Brifish banking we have no hesitation 
in saying that trust receipt facilities are open to grave 
objection., 

The fact remains, however, that with bankers abroad 
the trust receipt is a pis aller.‘ It frequeatly happens at 
a foreign port that there is no public storage accommoda¬ 
tion, and if thd bank does not possess 'ts own warehouses 
it is practically obliged to deliver the merchandise to the 
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icceptor of the bill jigaipst Ms signatu*w 
Eveijj Vihere public warehouses or go-^«*^ do exist, the 
i 5 rstem^of storing the collateral secunty in them is not 
&ed, since in many* places there issmotyag io prevent 
nw; dealer’s inspecJing ^he o^her person's property and sc* 
jettigE a cl^e to the quality dE prodiKe shipped and the 
iourqe of supply.* Hojvever, ,as we have pointed out, the 
>anks do sometimes surmount tMs difficulty by building 
)r leasing their own w^ehouses, and' if they, desire "to 
ivoid the disputes wMch occasionally arise when trust 
•eceipt facilities are given, the remedj is obvious. 

'There is this much to be said, for the system, it enables 
he importers tfl deal with merchandise immediatdy it 
urrives; sonifetimes, too, tl/e banic does not run great 
isk, as the importer has frequently sold the goods against 
3a3rment on delivery. In tMs case he will give the bank 
ietails of Ms sale and will sign a trust receipt agreeing to 
:ollect the proceeds from Ms buyer and pay them over 
;o the bank immediately. But if the merchandise is not 
lold and the banker allows it to be stored in the importCT's • 
)wn warehouse in exchange for a signed trust receipt, he 
s in a similar position to a person walking through a great 
vood: the walker cannot see the leaves of the trees, and 
he banker cannot see the goods over wMch he ought to 
lave control, consequently the importer is at l^srty to 
leliver how, when and where he likes. To guard against 
Ms contingency some bankers only deliver the relative 
locuments against trust receipts to 'enable the importer 
;o store the commodities in 3,rfeutral warehouse'in the 
lank’s name. The receipt, wMch the owners of the store 
ssue, is held by the bankers, an^ subsequent deliveria 
;an then only be made under the cognizance of,^the bank. 

The financial responsibility of thrf importer is the factor 
wMch counts in all trust receipt facilitia, and unless the 
lanker has confidence in the position of tfie importer the 
iccommodatlon ca^t safely be given. • 

The several practices we have just enunaated are in 
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^operation in'i^jaWiCountries besiejes those Eastern centres 
we have indicat^j f.The trust receipt system, tor exj^mple, 
is said to have beei^evolved in the United States, but some¬ 
thing akiiV to \t is Ssen in the cottAn and woollen manu- 
‘facturing districts of England, whereAit is nOjUncomiKbn 
thing for the raw aaterial’to be delivered on, the si^ature 
of a trust document before ,the bilV? of txchange are paid. 
As one of the bankers remarked to the writer, it would be 
a'clever banker who could pick out his own security once 
the shipment had reached t{ie mills of the manufacturers. 

Needless to say, tjiere is always a vast quantity of mer¬ 
chandise also stored in tlje London dock warehouses, and 
the game difficulties which arise abroad oAasionally present 
themselves here. Bills of Exchange dravAi on London 
importers are constantly arriving from foreign countries, 
and if the banker is instructed not to deliver documents 
except on payment, he, will have to take delivery of the 
goods and warehouse them until the drawee is in a position 
^to pay the accepted tSll. If Jthe importer who has accepted 
a *' documents on payment" bill, desires to obtain pos¬ 
session of the merchandise before maturity of the instru¬ 
ment, he can, of Course, do so by paying the bill, and in 
that case the banker will allow him rebate on the amount 
of the bill for the upexpired period at | per cent, above 
the LonJlon joint stock banks’ rate of interest for short 
deposits. 

Partial Deliveries. Partial deliveries, except in rare 
instances, are not rhade in London, but some bankers do 
pennit' the importer to liar'e the documents of title to the 
goods on the deposit* of satisfactory security or against 
the guarantee of other^.parties of repute. However con¬ 
venient thjs system may be to'the importer, it cannot be 
regarded as suitable ^o the exchange banker, who, by his 
own act, ties up funds which could have been utilized to 
b^ter advantage in financing any outward business 
offering. It is'’plain that as long as' t?je banker holds the 
accepted bill with documents attached, there is some 
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incentiye for tlie importer to make early wranent in cft:der 
to be able tc\deal witfi the shipment, bu| he is allowed’ 
to obfein possession of the documents Mfimt the deposit 
of security, the incentive to take up hiyill I'Jgonf, and the 
f ch^ces are that he ^ makehio efforj to pay it until the 
date o^atdrity; the banker will thus Ije out of his money 
durin^The wlfole tjme the bill is running, for, as we shall 
see lat'er on, these “ DocWients’ on Payment ” bills are not 
usually discountable. 



^CHAPTER XVni 

DOCUMENTARY BILtS ON AUSTRAEIA, ficYPT, S^IUTH AFBICA, 
THE UNITED STATES OF AMERICA, SOUTfl AM^‘J!lCA, 
CENTRAL AMERICA/ AND OTHE^' COUNTRIES, 

■Within^, the limits of this' volume it is obviously 
impossible to describe the bills drawn on every country, 
but it will be sufBcient for all practical purposes if we 
confine our attention to the paper current between London 
and some of the more important foreign and colonial 
centres. We have seen how business is ttransacted with 
the East; let us here extend our operations to the 
Australian ..continent. 

Australasia. 

The customary usance for bills between Great Britain and 
Australasia is sixty days’ sight, but ^the currency of the 
numerous drafts drawn varies from sight up to 120 days’ 
sight. 

Bills are not drawn payable with interest, as is the case 
with drafts on the Far East. When there is any difference 
in exqjiange, it is,'by arrangement between the shippers 
and importefs, sometimes borne by the, one, sometimes by 
the other. In practice the cost of exchange is usually 
included in the exporter’s invoice, and the draft is then 
dravtn for an amount which will' yield, after the deduction 
of the exchange alid commission charged by the bank 
negotiating the bill^^ the net amount of the attached 
invoice. ^ Frequently, howevpr, bijls are drawn for the 
amount of the invoice, with the clause added, " payable 
with exchange per endors^ent,” th^ effect of which 
is, as we 'mentioned earlier in our investigation, to 
transfer the<dnus of fixing the r^^of exchange on to the 
banker. 


192 
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Bankers in Austraija r^eivmg bills the exchange, 
clause csjcukte the exchange and write, (Mjrae back of the 
bill particulars as to how the amount iipftnade up. It is 
also customary to insert the new amorjK in4ed ipk, above 
th^amount in figuref on the fSce of the bill. 

Bills^e drawn both " docuftients (jn payment ’’ and 
“ docmnShts on aeceptance,” according to the arrange¬ 
ments between the parties to the transaction, but it is the 
general practice for banks’who negotiate bills bearing thb 
latter clause to retain the right to use their own discretion 
regarding the surrender of documents; if, on arrival of 
the goods, the position of the (Jrawee is such that the 
bank considers ithmsafe to deliver the bills of lading, it 
will safeguard ^he position of°the drawer by insisting on 
payment before parting with the security. 

There is a difference between the Australian.law and the 
English law in regard to the stamp duty on bills drawn in 
foreip currency. Our Stamp Act of 1891 provides for 
the ad valorem duty to be assessed upon the amount after 
conversion into British currency at the rate current on 
the date of the bill, and the English Bills of Exchange Act 
of 1882 requires conversion to be made at the rate current 
at the date of payment. In Australia there is no such 
distinction : it is the practice to assess the stamp duty on 
the amount as converted at the rate on the date of piiyment. 

• The principles in regard to homeward remittances for" 
bills drawn under the various credits do not differ materially 
from those we have described in other cases, but there 
seems to be some differe’nce of opinion as to the correct 
procedure to be followed when making counter remittances 
for bills which the exporters have .sent to Australia for 
collection through the banks. In some instances, if 
drafts are sent for collection, and no definite instructions 
are given in regard to the ultimate payment to be made 
by the banker to the exporter, it is held that the collecting 
bank’s duty is to rejiUt proceeds by drafts at " usance," 
say, at sixty days’ sight, and.we believe it was at one time 
14—(l5tW 



194 FOR|IGN EXCHAN 9 E AKD FOREIGN Bllis 

customary loVftal^e the remittances in this way. ..Of late 
)«ars, however!^ understand it has been th/ pr^actice for 
some banks tolVmit proceeds of bills for collection at 
" sight," (chalgin^ of course, the .higher rate of exchange 
always ruling for ^ght or demand ^Is. In the abs^jace, 
of unanimity amjng bankers, there is little use ^ur dis¬ 
cussing the rights and wrongs of the matter; cc.hpetition 
will finally decide which procedure is to be followed. 
But it r-eems a "little inequitable if the exporter is to 
receive less by sight draft than he would if he had 
received and discounted a*^ sixty days’ sight bill sent by 
the collecting banker. 

Egypt. 

Bills on Egypt are usually drawn in slerling, and the 
following details may be taken as typical of the general 
transactioni which take place. 

First we get bills drawn " payable at par,” that is, the 
par rate is specified in the body of the bill: if no rate at 
^ is mentioned, then thq. draft is still understood to be 
payable at par. Such paper is payable in Egypt at 
piastres 97^ per £1, and the Egyptian banks buy, or advance 
on the bills at 1 ^er cent, over Bank Rate, with a minimum 
of 5 per cent. When the proceeds are transferred to 
London, the loss pn exchange, if any, is borne by the 
dratiier, unless otherwise arranged. 

Bills are also drawn payable at current rate of exchange, 
plus interest at a specified rate. Here, as in the East, 
drawees pay the amount of the bill, plus interest at the 
rate mentioned from &ate of negotiation to approximate 
date of arrival of proceeds in London. If exchange is 
above par the dr^wee»})ears the loss, but if it is below par he 
receives the benefit. The procteds of such bills are, however, 
usually remitted toXondon at par, plus interest collected. 

Egypt is ^0 one of those countries' upon which bills 
*re drawn bearing the clause ‘V^xchange as per endorse¬ 
ment.” I^rawees, as in the precedi.jrg case, are expected 
to pay interest, exchange, and other charges, but in view 
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of th» exchange clause, they frequeptj^j contest their, 
liability iorVadditional intei^t charged^ the bill, and if 
the banker is unsuccessful in collectir^^tlie interest, he 
eventually claims it f*m the drawer to Eii|:lanil. 

*Vhere bills are sent for collection, the drawees, of cours?, 
do nqj;;pay interest, and any gain or lo»s in exchange is a 
mattej which concerns Jhe parties to the bill: the banker 
collects the bill for an agreed commission, and leaves all other 
questions to be settled between the drawer and the drawee. 

South Africa. 

Our survey would not be compieie witnout some refer¬ 
ence to South Afflcan banking procedure. The exchange 
with the countries within the Union of South Africa and 
Rhodesia is on a sterling basis, but as with Australia there 
are certain differences in exchange which havato be taken 
into account. The price fluctuates and is rarely above 
par, ibut it is sometimes at a discount per £100. Banks 
quote for bills at sight, thirty ^ays, sixty days and ninety 
days, but exporters, draw at all usances, from demand to 
120 da}^’ sight. There appears to be a preference for 
ninety days’ sight bills, which is the most <!bnvenient usance 
for the South African traders, and occasionally even a 
six months’ bill makes its appearance.. 

The method of quoting exchange on the iJasfs of 
*' discount ” or ‘‘.premium " is a little puzzling at first 
sight. For instance, sight drafts (London on South 
Africa) may be quoted at J per cent, discount, thirty 
da}^’ sight bills at Ij’per ce^t.* discount, and so oq. 
In practice, this means that if the exporter draws for 
even amounts of, say, £100 on §out^ Africa, he will 
receive £100 less 10s. Id. (if »t is a sight bill) = £Si9 9s. lid. 
The shipper who wishes to realize tlie exact amount of 
£100 must therefore either increase his invojce and draw 
accordingly, or else simnJy-draw the bill plus the 10s. 14 
discount. * 

Drafts from Great Britain* are seldom drawn with the 



196 FOREIGN EXCHANGE AND FOREIGN BILL^ 

c 

interest clause^Although we belipve jt is the .custom to 
draw such bills New York on South Afiila., 

The South ,A*rtiian banks negotiate exporters’ bills 
drawn un£er t^ie vRlious credits we^have previously enu¬ 
merated : they also purchase bills offered purely on tiie 
standing of the names afipearing on the paper, ejch bill 
being judged entirely on its merits. If staple jffticles of 
merchandise are shipped, and the drawer and drawee are 
Srst-class*' people,' the banker will advance the whole 
amount of the bill, but if he considers their financial 
responsibility does,not warrant the full extent of the 
accommodation, or goods of a perishable or speculative 
nature are being exported, only about 7d per cent, of the 
amount for which the bill is'’drawn will be ‘advanced. 

It should also be noted in the case of these African bills, 
that it is the custom for the exporter to include the exchange 
in his invoice for the shipment, and then draw his bill for 
the full amount of the invoice. ■« 

„When bills are sent for collection through the South 
African banks, sometimes the drawee pays the extra 
exchange and charges, and on other occasions they are borne 
by the drawer; it is generally a question which is settled 
by the importers and exporters themselves, and fhe banker 
either collects the amount of his commission, etc., from the 
drawee; or el^e deducts it from the remittance which is 
made to the exporter in final settlement of the bills af 
maturity. 

In each class of bill documents are given up on acceptance 
Qj payment on the usualt.conditions. 

The proceeds of bills negotiated, or, as some banks call 
them, bills remi^ted,\,,are utilized by the banks for the 
purchaseaof paper and telegraphio transfers offering in 
South Africa drawn on London. 

As regardSjbills for collection, the proceeds are remitted 
tome at the current rate for -d^^and bills and/or tele¬ 
graphic trapsiers on London, accormh^ to the arrangements 
made between the various operators. 
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Th^ foEowing specimen gives in a convenient way’some 
idea of {he'^orm homeward bdls take. 

No. . Pretoria, 1st May, 19. 

^EXCHkNGt FQR £200. 

Three months after sight of this firit of exchange (second 
of4Ki.^amf tenor and date being mpbid) pay to the order 
of the A B Bank tkt sum ef £200 (two hundred pounds 
sterling) value received, and place the same to account of 
thirty boxes of ostrich feathers shipped per s.^. " Union 
Castle " to London. r 

To Messrs. Blank S- Co., /. C. Kruger 6- Co. 

Nile Street, 

• London. 

U.S.A. 

We now come to the American Continent^ and as con¬ 
ditions with the United States are so weU known, Ettle 
nee^ be said about the practice \here. American banks 
until quite recently were precluded from opening branches 
in other countries^ and in cdnsequence the biU businesst 
was almost entirely in the hands of the British and Colonial 
banks and finance’houses. This restriction has, however, 
now beeil removed, and we now have American banks in 
active competition with our institutions in London. The 
issue of doUar credits and dollar bifls, however* hjis not ' 
• been an unquali§ed success. There is stUl'an overwhelm; 
ing preference for the "biE'on London,” which is the 
international medium of exchange " par excellence.” 

Apart from demand t)Uls the most common usance for 
biUs drawn from Great Britain iS sixty days’ sight, althoflgh 
ninety da 3 ?s’ sight bEls are also constantly seen. The 
principal centre upon whjph the this‘are drawn is New 
York, and documents are given up both on*acceptance 
and on paymepf, subject to the conditions we have men¬ 
tioned with other centr^ There is, howevir, a very large 
number of bills dra'*,n and negotiated under the sevel'al 
credits mentioned, which npver reach the United States: 
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arrangement* Jj?e made fof the issue of tile commercial 
Credits from Liii^oh, and when shipments ar^sent to the 
United States fro^nany foreigt countries, the relative bills 
are drawn on ajjid accepted in Londoj^by London banks and 
accepting \iouses. io thesa institutijjns the drafts w4h 
shipping documents attached are sent, and if eiferytting be 
in order, the bills Ve accepted and re^ainefi infffehdon, 
while the documents are at dnee sellt forward to New'York 
to reliable agents of the London banks. It is then a ques¬ 
tion whether to deliver them to the American importers on 
or before payment. Generalfy speaking, if the bank’s corre¬ 
spondents are satisfied as to the financial responsibility of 
the importers, the docunients will be handed over on an 
undSrtaking to pay to the bank the proceedsfif sales as soon 
as received. Trust receipt facilities in the United States, 
we need hardly say, are the rule rather than the exception, 
and as the trust deliveries are extensively practised, it is 
often found difficult to dilcriminate between particular fijms. 

Bills are, of course^ drawn direct, and not infrequently 
,'bear the clause “ documents'on pajmient,” and if a client’s 
instructions to this effect are ignored and documents are 
delivered on accegjtance, the banker practically takes the 
responsibility on his own shoulders. As a matter of fact, 
trust receipt facilities have become so much a part and 
parcel o{ the American system that it is doubtful whether 
fhe practice will ever be eradicated. The gustom doubtless ' 
originated when few bills were drawn on New York; the 
majority of the drafts for American shipments from all 
over the world were drawn on London first, owing to 
thfc fact that no discount'^market existed in New York, 
and, secondly, because the names of American drawees were 
so little known abload'that evpn wh^e bills were drawn 
direct they'were hard to negotiate. In these circumstances, 
the banking authorities in the United Stains seem to have 
instituted the' trust receipt sys^m to save themselves 
thS trouble oi carrying the hetM^gOTeous collection of 
bills of lading and other docunjents which were constantly 
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arriving from'other centres without bills in* any shape or 
form bein^attache*d. *At the present however* 

New Vork is making a mo^ determin^attempt to create 
a discount market th^iy, and has even gofl^ to the length 
o&issuing dollar credits throi^hout the world il{ the hope 
that ejgjorfers from other countries may be induced to 
draw*&illB irf’doUafs, and so help New Vork in the course 
of time to take its plaJe among the other nations as one 
of the great monetary centres; but, .as we l^ave said, 
America’s action has not been altogctlicr successful. 

The counter remittances fo Great Britain are often 
made by means of sixty days’ sight bills, but both demand 
and tele|raphic» transfer remittances are largely in 
evidence. 

South America. 

Exporters to South American countries dispose of their 
bill^ drawn under credits opened vrith the London agencies 
of the various banks on terms similar to those we have 
discussed as regarejs other coftntries. The usance of thei 
drafts varies, but as a rule, they are drawn on the Argentine 
and Brazil at ninety days’ sight, and op Mexico at sixty 
days’ sigllt. With the latter country three days’ sight bills 
are frequently drawn, too. We may add that thirty days’ 
sight bills are often used with Columbia, and, whilp the 
‘northern countrigs of South America dravf at the same, 
usance as Mexico, Chile, Petu and Bolivia follow the 
practice of Argentina and Brazil. Bills drawn on Argen¬ 
tina, Uruguay, Columbia, Ecuador, Nicaragua, Salvador, 
Venezuela, Iquitos and Central Afneriea generally are usually 
payable by sight return drafts and should contain a 

clause to that effect. In .all the^ cotintries documents 

• • • 

are delivered on acceptance or on payment, according to 
the instructions given by thp drawers of the bills, and the 
comparative financial stigpgth of those whbse names are 
on the bills. * 

As with the other countries we have eifamined, the 
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adjwstment ,o^ any gain of loss in exchange is a ^matter 
*of an'angemepi& between the Exporters ari^ importers. 
Many merchantsj^iowever, wfien drawing sterling WUs on 
firms in the ^entine and Brazil carefully rpake the bills 
payable In one of'the weK-known jentres, and by IJiis 
means safeguard themsejves from the loss in exchange 
which may be incurred where it is left fo th» ch(ji3^f the 
acceptor to pay a bill in sofne local town where he i^'domi- 
Qiled. This is an important point, especially where both 
the State and the Capital bear the same name. For 
instance, it is preferable f of bills on places in the State of 
Buenos Aires to beJ-drawn payable in Buenos Aires, the 
capital of the Argentine'Republic, if it js desired to avoid 
thrf wide difierences sometimes existing, in' exchange. 
Bills on the State of Rio Grande do Sul, Brazil, are best 
drawn payable at the capital. Port Alegre. 

Bills of exchange on South America should be drawn in 
triplicate, i.e. first, sedond and third of exchange, and the 
first of exchange mv^st necessarily be stamped in accord¬ 
ance with the stamp laws' of the country in which it is 
drawn. The place from which the bills are drawn should 
be stated on the^bills of exchange. Where possible, bills 
should be made out in the Spanish language, except when 
drawn on places in Brazil, when it is desirable they should 
be i^ Bortuguese. 

Attention should also be paid to the ^clauses in bills. - 

For bills drawn on places in Bolivia, Brazil, Cliile, and 
Peru in other than the local currency, it is customary 
to make payment by^ ninety days’ sight return drafts 
on Europe. It should b'b noted that bills must not be 
dravm “ payable by sight return drafts ” unless previous 
arrangements to 'that- effect jhave been made with the 
drawees. *In the cafe of a bill payable by ninety days’ 
sight return draft the drawee pays to th^ collecting bank 
a sufficient sum in local currenc^o enable it to purchase 
a' draft on London, Paris or New York, as the case may 
be, at ninety days’ sight for the amount of the bill. 



WICUMENTARY BILLS oti AUSTRALIA, ETC.* 201 

t I t 

A " sight return ’’ remittance would ^b\jc(u^y cost *con- 

siderabl;^ mpre than a bill at ninety day’s’^sight, because 
the pAson to whom it is sen/can get his^ney immediately 
he presents the bill. It js usually more a^vantageijus for him 
to»be drawn on in the first-mefttioned yiray, even if interest » 
for the corresponding three months is added to the invoice. 

Biffs’ o« other countries in South and Central America 
are usually made payable by sight return draft, and should 
be made out accordingly. * , • 

Experience has taught bankers that bills on South 
America and contiguous countries should be drawn up 
strictly in accordance with the term? of the instructions ' 
given by the driwee; for instance, it should be settled 
beforehand which of the two general clauses: " Payabfe at 
the collecting banker’s selling rate of exchange for ninety 
dayrs’ sight drafts on London (or on Paris, oj New York) 
on date of payment," or “ Payable at the collecting 
banlfers’ selling rate of exchange’for sight (or demand) 
drafts on date of payment," etc., is required. Then it 
must be decided wljether the dficuments are to be given * 
on acceptance, or whether the drawee is to be called upon 
to pay cash against* documents, and in 4his connection it 
should be'noted that in some centres an accepted bill, the 
documents for which have been withheld, has no legal , 
value. In the case of non-acceptance it is impossible to „ 
•"note” the bill.,as in South America th^re is no such, 
thing as " noting.” Bills may* be protested, however, and 
the protest must be taken out withiif twenty-four hours 
of the bill’s being dishohoured. • ' 

Interest for delay in accept^ce bf a time bill, or t*or 
delay in payment where the bill is at sight, owing to late 
anival of shipmeSit, .cannqt be clmmed from ^awees in 
Central and South America. It i» a wise precaution, 
therefore, to staje on every .bill, whether documentary or 
not, " Goods per s.s. — 5 -,” or " Goods per parcels post^” 
and in the latter case, give the date. Tllis serves as a 
useful guide to the banker who is collecting the bills. 
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■Rie legal.r*^te of interest in South America is generally 
6 per cent, peitennum, and rebatS on the amount of the bill 
for pa 3 mient befiAj^due date is^usually allowed at this rate. 

Interest billjfhre not used, as a rulp, in the South American 
trade. Bills should not bt drawn payable " plus Bank 
charges.” Any charges ^iich as interest and bon^iissions 
should be added to the bill. The folbwing details show 
how one of these bill ‘transadtions is workecT. For 
example, we may. take a 90 days’ sight documentary bill, 
containing a 90 days’ sight return remittance clause, 
drawn on Santiago, Chile ; ^his would work out— 

Usance of Bill *.3 months 

Course of Port, etc. . * . . . ^ . 3 „ 

Usance of Return Remittance . . . 3 , „ 

•• . .. . 

9 months 

At 6% per annum (i.e. i% per month) . . i\% 

Bank's c6llecting commission . . . . i% 

Bank's postage Is., English bill stamp ls.%, and 
Chilian bill stamps (nominal) together—say j‘j% , 
for large amounts, for small sum . . j[% 

When sending shipments to Chile thb following informa¬ 
tion should be borne in mind. In order to obtain delivery 
of goods in Chile, two stamped bills of lading are required, 
and pn*- of these mftst bear the visa of the Chilian Consul. 
Bills of lading for Chile should therefo,re be obtained in* 
sets of four, two sets of Which can be vised, the second 
vised copy requires a consular stamp for 75 centavos (3s.), 
so thart the bank collecting the relative bills of exchange can 
sAid out two fully complete bills of lading by separate mails. 

In the absence of a vised bill of lading a fine of $15, 
Chilian currency, "has to be pajd. , ■ 

Consult invoices, in triplicate—one marked " Original ” 
and another “ Copia Suplementaria ’’-^should be sent. 
The " Copia 'Suplementaria ” jyquires a consular stamp 
for 75 centaws (say, 3s.). if the presenting banker is 
unable to ‘produce a consular invoice (" Original ” or 
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' Copia^Suplenfentaxia ”), a fine*of 4 per centj «n the value 
jf the good^ is inflicted. An unstampehicopy of the' 
lonsular invoice is not suffident. *y 

In Gftatemala it is necessary also to hav4*4wo duly vised 
logies of the bill of jading in order to obtain delivery of 
joods. • ’ , 

In df'&aryitiniej, shipments to Bueifos Aires are sub- 
ect t<r a fine of 2 pd cent! if the relative shipping 
iocuments are not produced within eight dayj of the 
iteamer’s arrival. 

In Colombia a consignee nfey obtain delivery of the 
;oods without production of the bills ajf lading, provided 
the duties are paid^nd the Customs authorities can identify 
bis goods by thg marks on thfv packages. There is a ?ax 
on Bill of Lading endorsements in the Argentine. Bill of 
Lading, viz., if made out " to order ” $2 paper (say 4s.) ; 
indorsed in any other manner, $7 paper, 'flnnecessary 
indorsements, $5 paper each, in addition to the foregoing 
iharges. Contrary to general banking;ind mercantile prac¬ 
tice, bills of lading in many fcentres in South Americaf 
ire not the essential documents of title to the goods. 
Merchandise is frec^uently delivered t(j the consignee 
named on the consular invoice. Tlie consignee can obtain 
a copy of the ship’s manifest, make the necessary declara¬ 
tion, and, by paying a small fine, withdraw th» goods 
without having ajiy of the shipping documents in his 
possession. He can do this even though he has neither 
accepted nor paid the bill of exchange.* He is, however, 
required to pay the customs duties. Banks can mnly 
control delivery of the goods if tl&y a#e actually consigned 
to them. 

We have stated* that billj on Sofith ?^merica may be 
protested. But, throughout Central* and the *Northem 
part of South Anjerica, most of the native banks decline 
to extend protests, while pthers will only exfend protests 
on bills for non-pasunent on'Veceiving specifia instructions 
to that effect. In Colombia the time for protest has been 
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extended fFojn^ 24 hours lo 15 days. In ^Nicaragua it is 
now 48 hour#! but proceedings inay be takep on a bill in 
Peru within sixyionths of protest. 

Spain, \ltaly, Finance, etc. 

The bilk described in tjais chapter ty no mdansRepresent 
the whole of the loreign paper seen on^he Ilondon market, 
neither do they account for all fhe return remittances in 
•the shape of foreign drafts which circulate on the London 
market; Spain, Italy, France and other European coun¬ 
tries all utilize London foV financing their import trade, 
and the credits thrfy open from time to time give rise to a 
good many of the bills found in the portfolios of London 
bankers. At the time of ivriting, however, owing to the 
disorganization caused by the war and the subsequent 
difficulty of obtaining reimbursement credits in London, 
dociunentary demand drafts on rather a large scale are 
being drawn on the more important trading centres of 

Italy, Spain and contiguous countries. 

• 

Scandinavian Union. 

Countries in t the Scandinavian Union, despite their 
favourable position in regard to trade with the^ belligerent 
nations, were also faced with abnormal conditions, and in 
many cases sterlin|' exchange was either difficult or impos¬ 
sible to obtain. We have not space tq describe the state 
of affairs in each country; but Denmark may be taken as 
representative of the general conditions prevailing for some 
months during the war. 

* In accordance with the Danish law governing bills of 
exchange, bilk drawn in sterling or in other foreign cur¬ 
rencies have to ‘be iollected, at the official rate for the 
centre concerned, that is at the quotation ruling on the 
exchange at Copenhagen. Tffie selling rs^te is the one taken 
in normal tflnes, but during yjg Great War the difficulty 
of obtainingi sterling remittiince became more and more 
marked, uhtil the time camq when there were no sellers of 
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cheque^ on London except at a ridiculou|ly I^gh preminm. 
Even wh^re^uyers werS willing to pay* the enhanced 
prices,‘drafts for moderate Amounts onljj/were obtainable. 
These conditions were^ue to the fact^thifpenmark had 
, many obligations to. fulfil in* England, partly kor fresh 
imports,^and partly for maturjpg credits and financial 
drafts? and in«pite/)f the ever increasin| exports to Great 
Britain, sufficient sterlin| to meet trade requirements was 
not forthcoming. 

In view of the impossibility of OCllUiiig UUUULCl ICUllV* 
tances to London in payment bf sterling bills collected in 
Denmark, various measures were advocated, but the system 
adopted by some «f the larger Danish banks was for the 
proceeds ol bills» collected to b* placed to the credit of’an 
account kept in kroner in Denmark, in the name of the 
bank which had sent the paper for collection.^ The credit 
balances were then at the free disposal of the bank or firm 
whicb had sent the bills from London, and the most suitable 
way for the funds to be utilized was fsr the creditor to sell 
in England to banks and otheh under the obligation to 
make payments in Denmark, bills drawn in kroner. 

The proviso that bills on Denmark casnot be collected 
at an exchhnge higher than the official quotation does not 
prevent bills being drawn with protecting clauses, such as 
" payable with cheque on London,” “'payable at ^e jate 
^)f exchange as p 5 r endorsement,” etc., and where these 
or similar clauses are embodied in the bill, the collecting 
bank can insist on the conditions being fulfilled, independ¬ 
ently of the official rates.' In such cases, however, persons 
sending bills containing these cofiditienal clauses would tfe 
well-advised to have a previous understanding with the 
drawees in Denmark, otherwise disjfutes'are sure to arise. 

With documentary bills the collecting banker is naturally 
in the better position, as he cm refuse to deliver documents 
unless payment is made,,ljY cheque on Lobdon at the 
agreed rate, but in the an^nce of special instructions 
documentary bills, like all other drafts, are always collected 
at the official rate. 



CHAPTER XIX 

t '< 

ON FINANCE BILLS 

In Chapter VII |we disGussed one of the^ most potent 
influences on the exchanges—finarce bills. But, although 
it was shown that such paper is largely drawn in connection 
with arfiitrage operations in international stocks and 
shares, we must not loss sight of the fact that this 
paper is constantly in evidence in other transactions. 
Some confusion seems to exist on the market as to what 
really constitutes finance paper, but among exchange 
writers there is a consensus of opinion*'that the term 
should be restricted to all long bills drawn by the 
banks and uccepting houses of one country on those of 
another, bills, that is to say, which are " manufactured " 
for the express purpose of raising money at an opportune 
moment. There is fio particular magic in the process; all 
that happens is for the recognized accepting houses of one 
centre to grant facilities to foreign operators to draw bills 
on them whenever it is apparent that ready iponey can 
be profitably employed on the foreign market. The long, 
or three months’ bill is sometimes drawn against a standing 
balahct^with,the correspondent, but more often than not^ 
' the banker abroad is allowed to draw bills on the under¬ 
standing that he shall put the acceptors in funds before 
maturity. These bills, bearing,the names of first-class 
hanks or finance houses, yare readily saleable at the best 
rates, and immediately they are offered the drawer receives 
funds to indulge,in vhat other operations he likes. In 
due courso the bill arrives, siy, in' London, is accepted, 
and then sold under discount on the open market, upon 
which it will,circulate until the date of fnaturity, and, as 
we have seen, neither the dSj'fWbr nor the acceptor need 
put down .a single penny until the time for payment 
anives. When the bill does fall due to be paid, the drawer 
206 
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must see tli^t funds, are in the hands o| hiS friend the, 
acceptor, and it is customary to remit the Imount of the 
bill so’jhat it shall be in the hands of tU/j^ondon acceptor 
at least one day befcjre the present^ion »f t^ finance 
biH. A sight draft ^ generally purchased on the foreign 
market and sent forward for thfe puqwjpe, and the effect 
of this^sight A-aft on the exchange between two countries 
is the reverse to that occasioned by the drawing of the 
finance bill: the latter would tend to depi’ess the exchange’ 
but the former would elevate U, if one may use such an 
expression. It is not that the first drawing of these finance 
bills, or even of the remittance fii the sight drafts, has 
a marked influence on the exchange at once, but it seijms 
inseparable front such accommodation that there should be 
a constant renewal of the facilities. If the three months’ 
bills were merely renewed at maturity, the influence would 
not be great, but when we see that further bills are drawn 
the final effect becomes more plain. 

This is how the matter works in wactice. 

We may presume J;he A B Bank in New York has drawn 
a ninety da)fs' sight bill on the Blank accepting house in 
London; towards the end of the perioc? in question the 
A B Bank perceives that it will be inconvenient to find 
the wherewithal to purchase the remij:tance which must 
shortly be sent forward to London to meet Blank’s"’acc'ept- 
•ance, so what it does is to draw yet another bill of the same 
tenor and sell it on the New York market, and by this 
means procure sufficient funds to remit in cover of the 
previous bill drawn. ' j * ° . 

It may appear at first sight fliat fhe creation of these 
finance bills can go on indefinitely^ but that is not so. 
The amount of paper .running on the market for any one 
bank, finance house or individual, carl generally be pretty 
well gauged, and if at any tiine the market deems the sum 
total to be sufficient, there '.rill^e a tendency to discriminate 
against the bills. Takers or bills do not exactly decline 
to receive more of the paper of the firm in question, but 
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^higtier rates vnjl charged as an i,nsurancj against the 
extra risk: itOs as if the buyers say, " We do,not,refuse to 
take more of A^ft’s bills, but we would rather not be 
asked to ^eceir^e m(jre,’’ and a continuance of this state of 
affairs soon causes troublfe in the^-quarters concerned. 
Consequently, further bills will not be drawi a rule 
until a portion of (hose circulating has Fan oft. in practice 
operators do not usually go to the extent of drawing more 
than the foreign discount market will readily absorb 
without comment—they know that once discounters eye 
their paper suspiciously, they become, what is termed 
" talked about," and, qs we all know, nothing is more 
da^iaging to a financial firm’s credit thUn to be in such a 
position. 

As we have referred to the discount market in passing, 
it may be s^ll to give the student some idea of the way in 
which the price of these " long " finance bills is calculated. 
Briefly stated, it is the market rate of discount ruling in 
the city upon which the bill is drawn that governs the 
price. If the reader will refer to Chapter V, he will see 
that the rate at which bank paper is discounted is con¬ 
siderably less than that charged for trade bills, from which 
it follows that as these finance bills come und^r the cate¬ 
gory of bankers’ bills, they can be sold, as soon as drawn, 
subj>ecf to the lower charge, namely, the market rate of 
discount. It' is this rate of discount, then, which princi-' 
pally affects the drawing of finance bills; the higher the 
market discount Quotation in London, and the lower the 
price! of money on the foreign mkket, the fewer such bills 
mil be drawn, and iice vlrsa. 

An additional point to be borne in mind is, that there 
are certajn seasons which fayour .the' drawing of these 
finance bills, as they affect the supply of exchange upon 
which the drawer is dependent for covering his operations. 
^ the United States, for iim^uice, the exports of cotton, 
wheat and cliher grain are principally made during the 
autumn, and bills drawn against the cargoes will be offering 



ON FINAHCZ BOXS 


in largf quantities at that period of the^ear; consequently 
exchange be low. ^he drawers of iyiance bills oif 
Greaf Britain know this, and if they wei*,€elling such paper, 
say, ii May or June, Jllie possibility of tleij being able to 
buy demand exchange at lew ratel for rendttance to 
London^to iKeet mating iinant;^ bills will to some extent 
influSnce>their drrtynngs. 

“ Kite-nyers." 

As against the foregoing, which may be called the more 
legitimate form of finance bills, we ^et another variety, 
dignified by the name of finance bills, it is true, but referred 
to on the marl*t as “ kite-fly$rs.” Kite-flying operations 
are seen where a firm, not necessarily a financial house, 
trades on its reputation and induces other people to accept 
bills, the sale of which is a means of furnishing the drawers 
wit^ funds. Such bills are accoihmodation paper, pure 
and simple, but no one ever realize that fact until the 
drawing house sign^es its inab^y to provide the acceptors? 
with the money to meet the bills at maturity. 

It is never easy "to tell when kite-flyijag operations are 
in progre ^; the bills are often drawn by reputable trading 
concerns, public companies, and even by foreign banks on 
banks and finance houses in London^ and when^a series 
of renewal bills^ is drawn the practice <may continue^' 
unchecked for a long period. ■ 

Probably the worst instance of kite-fiying in recent years 
was that which came to light upori the failure of the>Bank 
of Eg 3 q>t. The investigation undertaken by the liquidatbr 
proved conclusively that the bank had been obtaining 
extensive credits* on the |.ondon money market simply 
on its name: it had in fact been living entirely on its 
credit for a con^derable time, and the moment the bank’s 
bills became unsaleable it ^failed. Whenever liabilities 
seemed to be pressing, funds were raised by drawing and sdl- 
ing three months’ bills agains^ cash in Egypt, and when these 

IS—(im) 



210 FOSEIG^ EXCHANGE AND FOREIGN wn.^ 

^biMmatured,„t][ie Wney to meet th^ was (^tainad from 
further sales drafts. 

" House P^ir." 

There yet another variety of fin^ce bill, which corttes 
under the category of " House Paper.’’ House papCT, so 
called, comprises eu those bills drawn by the foreign branch 
of a firm on its London house, or vice-vma, that is, bills 
bearing identical names as drawers and drawees. Here 
we must, as it were, separate the dross from the fine paper: 
we cannot rightly describe a firm’s documentary house 
paper as finance bihs, f(jr, although the exchange dealer 
does not really get the security of two tames to his bills, 
he still has the documents ftr the merchandise they repre¬ 
sent. The risk comes in where a firm draws these bills 
clean, that j? without documents in any shape or form 
attached: such are finance bills of doubtful value, and 
when the paper makes its appearance firms are said to be 
drawing " pig on pork.” There would not be much trouble 
‘K the circumstances were known to thp market, but as it 
often happens that the two branches of a firm work under 
different names, lit is sometimes ex{remely difficult to 
discern which bills come under this appellation. 'However, 
the bankers do scrutinize very careftilly any paper which is 
suspectfd to be pig on pork, and the discovery that a 
.trader is indulging in this method of finance is the signal 
for the banker to go carefully with him. 

Advences for Grope Requiroments. 

'Finally, we get thdfee blUs which are loosely described 
as finance paper, but which the bankers know all the time 
to be nothjng of tW sort: we»refer Jto the bills drawn in 
connection with crop requirements. The transactions 
from which they arise are soiMwhat invoked, but may be 
rojpghly divid^ into two cl®^. First, there are the 
bills resultii^ from “ up-coun^ advances.” In this case 
the bankers’ abroad, having satisfied themselves of the 
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respect^ilit]^ posltiop, etc., ot cenain/mgipbants, mttke^ 
them advjincgs in order tS enable them to purchase crops 
up country: with these funis the mercllMts buy the pro¬ 
duce from the agricultjirists, and whejj tiSe^urangements 
I ar# completed for eport thriy deliver the bills drawn 
against tbe s&pments to the banker. In the second case, 
advances are <hade» direct to the farmere for the purpose 
of moving the crops,’and when the grain, or whatever it be, 
is ready for shipment, the bills naturally* go throjigh'thtf 
banker who has given the accommodation. * 

^ For a description of the Banking Credits under which these 
bills are drawn, see Bankers' Credits, bf W. F. Spalding. (Sir Isaac 
Pitman & Sops, Ltd.f « 



chapt£r XX 

rm f)I8C0tlIT MARKET, "'hz BIIi-BROKEH 

We now anive at the final stage of our enquiry, sgjd having 
considered the Circumstances underowhifth the^yarious 
bills are brought into being and Ihow *they are bought and 
•sold, w may proceed to an examination of the way in 
which they are discounted. The discount market, we 
need hardly say, is one of the most interesting and at the 
same time one of the ipost important from the exchange 
biker’s point of view: he is bound to watch its move¬ 
ments, and must also be icareful to keep himself au fait 
with all the little changes constantly occurring. 

Bill Discounting. 

Let us be sure before we go further that we reallyJtnow 
what discounting la bill actually means. Merchants, 
bankers, commercial men,‘and even stpne of the text-books 
have got into a slovenly and ambiguous way in their 
employment of« the terms " discounting ’’ and " dis¬ 
counted.” Some years ago the writer happened to be 
present at a law lecture given by Sir John Paget, K.C., 
when ,«ttention was called to this very point. The word 
" discountin|," as this eminent legal luminary remarked, if 
used indiscriminately to describe either the position of 
the person negotiating a bill for value prior to maturity, 
the amount the seller of the bill deceives being less than the 
value in proportion Vo thfe unexpired term of the bill; or, 
to designate the position of the party who takes over 
the bill giving shch feduced»value,to*the transferor. In 
view of this existing ambiguity, it will be well to bear * 
in mind that to discount a bill is to buyut, or, as Sir John 
faget says,‘to become th^tiansferee of it by having 
it endorsed *or transferred ^y delivery by the hcddar, 
for a price’settled either by agreement or by the current 
212 
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market Tate «of discount. The discounter* Dfivioudy* is 
the pei^a who buys the t>i^ while the^c^eVho ^s the 
hoi dis^unted, that is, sells it. is the transjferor. 

Now let us examine hhe practice on ^e L^don market. 

• ill the fiisy>lace wf may say that there is a good deal 
of dis^ouating done ^t hand by the joint stock banks, 
the copiiti^ bSnks, hnd ^he priyate banmg and financial 
houses. The gentleWn connected with these concerns 
are always willing to oblige a good customer by»fin'8ingf 
him cash when he wants it—at ^ price. A banker, we have 
seen it stated, is a man who takes care of other people’s 
money and lets them have it as and when required, that is, 
if there is.no obstacle (e^;. a moratorium) in the wj.y. 
That, however, iS only one side^f the picture; the banker 
is really a distributing agent; he receives a flow of money 
from the quarters in which cannot be usefully* employed, 
and forthwith proceeds to direct it. into other and more 
profitable channels. It is in this bill finance, or, as some 
prefer to call it, advances on bills, that part of the capital 
for which the banber is the custodian, is invested. In* 
fact, it is an important part of the banker’s business to lend 
money in such a manner and on such Securities as will 
enable him promptly to keep the implied promise he has 
made when receiving the cash, to repaj^it whenever called 
upon to do so. These bills which he buys or d&cofints 
\oT his ordinary customers arise more often *than not out 
of the genuine trade transactions, although, of course, it is 
no uncommon thing for accommodation paper to find its 
way into the bank’s hands. Takf the case of the mer&ai^t 
engaged in the internal trade 6f our country—a timber 
merchant, for instance, who sells a parcel of timber to his 
customer in Shoreditch. eAs the cabmet-maJrer there 
who buys the wood cannot get a retdhi on it until he has 
manufactured various articles of domestic furniture, be 
will pay the timber metohailt with, say, a three or si^ 
months’ date acceptance. Yhat is to sa;^, the timber 
merchant draws a bill on the cabinet-maker, who accepts 
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it. ‘At the'eji^ df the period the Igitter expects to have 
sold his fumftu]^ and have the'cash in hai^ to pay the 
bill. The timber merchant tix his turn cannot a^ord to 
wait until tl:^ W^wty of the bp for payment, so he 
takes it \o his banker, sa^. Barely ^ 

acceptor be in good repute, the banker will disaou^t the 
bill for a small Charge, or, in other Word§’ htf b^ys the 
bill from ,the timber merchant and kee^ it until maturity, 
tvheh it*, will be‘presented to the acceptor for payment. 
In this case there is no need for the intervention of a 
bill-broker: the parties concerned carry out their own 
transaction and ifb ipiddleman is necessary. As we 
haye;mentioned earlier in'Jthis book‘•a ban^fer seldom 
re-discounts these bills: they invariably remain in his 
portfolio until maturity. He has the drawer’s and accep¬ 
tor’s name^on the bill, and as long as a watchful eye is 
kept on the course of the various trades and the standing 
of the parties concerned, the risk on such paper is more 
or less nominal. The reason the bankers do not re-discount 
“these bills is, that were they found to bftdoing so the market 
would look askance at the operation, ^d jump to the con¬ 
clusion that sonfething was wrong with the bank, which 
would be presumed to be short of funds and not able to 
pay its way easily. The amount of such paper offering, 
however, is negligAle as compared with other bills. In 
fact, it repr4ents but a small proportion of the huge* 
volume of bills circulating on the London market. What 
inter^t the bankers most of all are the bills which arise 
from'the exporting and importing operations. 

* * k 

The Bill-broker. 

When h comes to discount operations the London 
banks, as a rule, do ifbt deal direct with the sellers. In the 
banking world, as in every pther progressive commercial 
cpmmunity, there exists a whose function it is to 
act as midihefhen between the producer and the consumer, 
and the growth of this class* has sometimes led critics to 



21S 


THE DlSCOONf MARKET ^ 

consider \he profit maae oy tnq nuaqjeman is an 
nnnecess^ charge npen the conunodilj. The inter'* 
medidy who has caused all the heait-tuming and (fis- 
cukiod among bankem.is the bill-broker* 'JSis operations 
are constantly under observation, aifii the system which 
permits of tBis middlfeman’s derjdng a’profit from business 
which in* other cqimtries is in the hal|ds of the banker 
has teen widely critidAd. Bankers and financiers tacitly 
acquiesce in the presence of the bill-broker on their m^et^, 
but when under modem conditions he succeeds in attracting 
funds which ought to have c6me their way, they are apt 
to disclaim against their folly in permitting the birth of a 
competitor whosa like does not* exist on the Continental 
money markets. At first sigjit it does seem strange that 
bankers should have allowed this business to pass out 
of their hands, but we believe that at the outset the profes¬ 
sion of bill-broking, if we may use such an ufly word, was 
bropght into being by the failure of the old private bankers 
to encourage the discount operations of their clients. 
There was no eagerness to afford cheap credit facilities,* 
and unless the customer was of the highest standing, high 
rates were exacted! It has been said t{)at the idea of the 
old private banker was, that if a man had a bill to dis¬ 
count, he should adopt a sufficiently humble demeanour 
and approach his banker, and the mam of poundj, sWliings 
and pence would then be pleased to discount ^t. Thd* 
idea that a banker should run about after a man who ha<f 
a bill, or, as one of the bankers put it,*that a large body of 
accomplished gentlemen should /un all over London to 
find a man who had got a bilt,fn oaier to compete for the 
honour of discounting it, never entered into their heads in 
that charming, good old-fashioned time. Now, it is mani¬ 
fest that that blissfi5 state of affair^ is alteredrand we find 
the man with Jills of exchange compared with Penelope, 
pestered with many snjtors} while the bill'4)rokeis are the 
men who run the streets |o ferret out the possessor^ of 
drafts. It seems, then, J;hat owing to the sins of the 
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baideers of I^ygoiH^ days, file commercial foen b«^ to 
look elsewh^ for accommodation, and almost impocep-, 
tibly there spra4g«into emstSDce a number of d^ts, 
who were wiUingi to undertake the business at vety fine 
rates. Nokdis&unt transaction was^ionsidered too smaM, 
no trouWe too greaf, and these bill-brokers ^ere always 
ready to avail theiqfiselves of a slight prpfit, either b/dis¬ 
counting the bills themselves, or*by finding discotihteis 
fey tl^ paper of respectable merchants and traders. 

It is not, however, wise to lay too much stress on the 
shortcomings of the older 'generation of bankers; due 
regard must be paidrto the nature and complexity of our 
I»esent-day finance. If ^e remember to what a fine art 
the financing of commercial operations ha^been' reduced, 
the extent to which our joint stock system has grown, 
and the conditions under which the modern bank manager 
in Great BritSin works, we shall better understand the need 
for an individual with specialized skill in the particular 
branch of finance with which we are dealing. Not the 
important of the operations with which the banker 
is concerned is the acceptance, collection and discounting 
of bills of exchange, and although the hanker exercises a 
careful control over the main part of the business, yet bis 
multitudinous duties neither allow time for personal 
‘ visits to the dealers in bills, nor for his attendance on the 
tipen mafket; therefore, the major portion of the discount 
business has found its way into the hands of the bill 
specialists. 

The pills with which tlj,e bill-broker has to deal emanate 
from various sources; /:lfiefi,y they are those which enter 
Great Britain from other countries. At every foreign 
centre there are alY/ays«merchants ready to export their 
wares, and it naturally^follows tW tire funds the bankers 
receive abroad by the encashment of the ihafts sent from 
London will be utilized for jjurchasing bills ofiered by 
exjAxteis at tpe foreign cities' The exporters obtain 
payment for th^ produce by Rawing on London in the 
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tame wy a) t£e shiypers here draw aafot^a connthes,, 
and the jwt/esiilt of thi two operatioa^i^the influx of 
bills if(to England for ultim&te circulatfon on the London 
discouih market. 

Documentary bills^are not the oniy.ones received trom 
abroad. ,In any financial centae there will always be a 
certain number of people desiring to draV bills for services 
render^ or debts’due, and others equally desirous of 
settling indebtedness to England; coasequ^tly Sany 
clean bills will also be drawn and sent to London for 
collection. 

To the total of the documentasy an^ other foreign bills 
seen on our marlAts has to be added a large numbe% of 
bills accepted by the finance houses and the London 
branches of foreign and colonial banks under London 
accepting credits, and then we have the principal paper 
with which the bill-broker is concerned in his efforts to 
meet .the investment demand, always in evidence, for this 
form of bank security. For discounb purposes bills may 
be divided into twc^great class’es—bank paper and trade" 
paper. Bank paper comprises all those bills drawn on 
and accepted by the great London batiks and finance 
houses. Tfade or "white " paper, includes all bills drawn 
on ordinary merchants and traders, accompanied by docu¬ 
ments to be delivered on payment or acceptance.*.Clean 
bills are also included in this category, the general criterion 
being that the bills should bear on their face a statement 
that they are drawn against specific‘shipments. Bills 
without any such statements are^ not undiscountable,* buj 
the market exercises a wide discretion,' will only take them 
on cstain well-known nama, and tends to regard the 
bills as finance papfr of the pig on pork variety. • 

Bank bills are always discountable at the bat rata, 
but the rate for tsade paper is, generally spejJcing, about 
i per cent, higher tlm that charged for bank bills of 
^ilar usance. If bank paper is discountable at 3 per 
cent for a three months’ biUr the merchant selling trade 
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}>iUs*would Berohaj^fed SJ pa cent.; .consequently/if the 
bill were for j£fO(^ the banker wt^d pay £10Q less 3} per 
cent, pa annum for three moifths. However, at the time 
of writing^ owing to ^e many adva^e circumstance thae 
is a diffaence of about I’per cen^ betwegi the rafts 
charged for discounting bank papa and those exact^ for 
fine trade bills. There is np defin^e ratio fo'Moil|'er ^ted 
paper; with four and six months’ bills, the quetion of 
credlf enters inttf the calculation, and the rates paid will 
depend largely on the probable trend of the market and 
the standing of the persons whose names appear on the bills. 

To return to the b*U-biiDka. In order to be in a position 
to (lake or invite definite offers for anyW these bills, it is 
'necessary for him to visit dhily the offices*Df those dealing 
in such paper. At the London offices of the foreign 
branch banks, for instance, he walks in about eleven o’clock, 
reports on the likely t^end of the discount market, and if 
thae is any business doing, he will procure lists from the 
foreign bank which give the class, amount and maturities 
of the bills, and with these in his hands the bill-broker 
proceeds to the offices of his otha clients, the London 
joint stock bank^, finance bouses, and Continental bankers, 
and endeavours to negotiate business. Three months’ bills 
are now the most ^pular class, but discounters used to 
stipMatfe for an assortment of acceptances, that is to say, 
a proportion maturing at three, four and six months’ date.*’ 
All London bankers have come to know by experience the 
dates at which calls will be made on their cash balances, 
Vid*unless anything' uptoward happens, they can so 
arrange that payments aft made in accordance with their 
requirements: they simply let their bill portfolios automati¬ 
cally runt out, and then when these is a surplus of cash 
again, further investments in bills may be made. 

Theoretics^y, a bill-broka is supposed to take all good 
kills offered to him, or, what«aifiounts to the same thing, 
find purchasers for them, anfl in practice he rardy declines 
to do business for his clients. 
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Just at this prant we ^ see more dftarlj* another reason 
for tjie* banker’s preferiii^ to work^tju^ugh the inter¬ 
media^ of the bill-broker. Owing to hi% intimate know¬ 
ledge of the parties tn a bill, the broker is able t j guarantee ^ 
ttte genuineness of a0 acceptances discounted, and although 
his pwft name does not appeal on the bills, yet it is his 
business •to ^ee that acceptances passing throi^h his 
hands bear the endorsement of the bankers dispr^ng of 
them, and that they are otherwise in order. A discounter 
will seldom take these bills \{ithout a bank endorsement, 
and it is the practice of the Bank of England to stipulate 
for the names of two British firms, one of which must be the 
acceptor'^ on & paper it discounts. When dealing 
through the bill-broker, too,* it is easy for the banks to 
refuse bills bearing the names of firms which they do not 
like, or of whose bills they consider they haw a sufficient 
amount in portfolio.* , 

When a purchase has been satisfactorily arranged, the 
holder of the acceptance siijiply ftansfers his title by, 
endorsement, and "hands the bills over to the bill-broker 
against payment o^ the agreed price. These bills bearing 
the banker's endorsement are discounted at moderate 
rates, as the buyer has recourse on the banker in the event of 
non-payment at maturity. , 

^ The major portion of the bills discounted pn the'London* 
market are, as we have seen, those which have been drawn' 
by foreign exporters on and accepted b^ British importers, 
or by the banks who have arranged to accept for them in 
London, and so it is comparati'^ely easy to get at Ijie 
respective parties to the bills if'anything is wrong, such as 
refusal to pay at maturity, or any^ing pf that sort. How¬ 
ever, the trouble is tiiat aSnong each lot of bMls received 
in London from abroad, there are a number of what are 
called " foreign domiciles.” -A foreign domicile bill arises 
• • . 

* For a full description of practical discounf operations the 
reader is referred to The London Money Market, by W. F. Spalding 
{Sir Isaac Htmaa ft Sons, Ltd.). 
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ig the Mow&g mahner. Out abroad there anil pfthaps 
be a French or'lteliw sliipper who draws for his 
under arrangem^t with the bank that the bills slM be 
made payable ia locylon. On arriv4 in London the bills 
wiU be sent for acceptance,‘say, to will be 

accepted in that city, buttoade payable in Londisn,,^d 
will be sent here to agency of thei-banlf which n%otiated 
them ^road. These bills, being the acceptances of 
Continental firms Snd others, are not liked on the London 
maritet, and neither the joii^ stock banks nor the finance 
houses care to carry them in their portfolios in ordinary 
times. In recent months foreign domiciles have become 
undiscountable on the London market, si' the fojreign and 
Colonial banks who have r&eived them, Ve practically 
obliged to retain them imtil maturity, which naturally 
means a haddock up of funds. Prior to the war a certain 
proportion was taken in parcels of bills discoimted by some 
of the finance houses; the rest the brokers and discount 
(firms used to take, and in all cases the person disposing of 
them had to pay a higher rate to those discounters who 
were agreeable to have them. The of England has 
consistently refused to receive such paper, and never would 
discount foreign domiciles in any shape or form, not even 
when the bills wer^ endorsed by first-class Continental 
"banks 

The determination of the banks to discourage the cir¬ 
culation of foreign domiciles on the London market led 
dealers to extend 'the ban to bills which are termed 
"Fortin Agencies.” Under this heading fall all bills 
accepted by the Lon&on Branches and agencies of Con¬ 
tinental or other fpreign firms established in London, but- 
having thecgreater part of their assets in foreign centres. 
The assets, presumabfy, cannot be considered available in 
the event of bifls being dishonoured; consequently, there is 
a mariced tendency to discrimiilate against the paper. 
These fcreign agency bills a^ discountable to a limited 
extent only, and those selling the paper ^ penalized in the 
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iat«s±aif6a, wmcii are usuaUy tV pet cent, to 1 per«n*, 
highjr Abao those for which first-clpo finglish don^e 
bills can be sold. * , 

Before we leave this subject of difcowting ^ere is one^ 
question tq which ^special reference‘ought to be made. 
Wljpn discussing documentary tills, we saw that two kinds 
weip.driwifi-the’^one^ called a "d)a” bill, the bther 
a " D/P ’’ bill—and in either case, whether the Ms are 
drawn from London on a foreign port, br from the foreign 
centre on London, the D/A bjll, bearing the clause " docu¬ 
ments on acceptance," is much more useful to the banker; 
in each discount market the buyers of bills under discount 
know thjt the fiarties to the instrument must be of fair 
financial standing, and con^quently, the banker has no 
difficulty in getting the bill discounted through the broker 
at a good rate. The D/P bill, which eithew contains the 
clause " documents on payment,’,’ or has a slip attached 
bearing those words, is obviously not good for discount 
purposes, and the banker is generally compelled to hold if^ 
until maturity, oruntil the acceptor retires it under rebate. 
It is not exactly ^ matter of caprice whether the drawee 
pays the^ draft one day after acceptance, or whether he 
lets the bill run its fuU term; it all depends on whether 
he can sell the relative goods promj^tly. If a quick sale 
is made, the acceptor wiE be only too glad^to talre up thff 
bill under the usual rebate. ^ 

The rebate rate is usually J per cent, above that allowed 
by the joint stock banks for short deposits. 

The position in regard to the documents on acceptance 
bill is rather different. As \Je have seen, as soon as a 
banker receives a D/A bill he prjsentg it for acceptance 
to the person or firm upon whom it is drawnj^and imme¬ 
diately the bill is completed by acceptance the documents 
of title attached^o it are promptly delivered to the acceptor. 
Now, the banker to whdra-the bill is returned may or may 
not desire to keep it in hM portfolio unt3 maturity. If 
he is one of tlm exdiange bankers, the probability is that 
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Itf may desire'tt) ^ it under d^iint on tfie JL6ndon 
market. On t£e«agsumption that the banket doefi sell 
the bill to the di^ount market, what is to happen the 
acceptor cjme# aionf later and desires to pay the bill 
before maturity ? On the /ace of it* the banker is in a 
quandary; havingjsold tlte bill, he might as well htmt 
for the proverbial needle in,a haystack as toHry^ to.trace 
the b^ on the market, What the banker does in such 
circumstahces is t6 allow the acceptor to pay the amount 
of the bill, less discount for,the unexpired time at about 
the niling rate for discounting bills of the class applicable 
to the one the acceptor desires to pay.. When the rate of, 
discount to be allowed is arranged, the banker receives 
the cash, and as he cannot produce the b!U, he does the 
next best thing, he hands over to the acceptor a letter 
guaranteeing'that, in consideration of the acceptor’s haring 
retired the bill under discount, the said bill not at the 
time being in the bank’s possession, he, the banker, ^1 
fhand the acceptor at flue da^e a cheque for the full amount 
required to meet the acceptance. In effect, as the banker 
has been prepaid for the sum represented by the bill, he 
shoulders the acceptor's liability and guarantee^, to meet 
the acceptance at due date. 

In all this bill business the services of the broker are in 
•Constant request, and the fact that he is at the beck and 
‘call of nearly every bank ip the kingdom is perhaps re¬ 
sponsible for his bejng dubbed the Jackal attendant upon 
the King of Beasts, the King of ^leasts, according to the 
broker, being the bapkCT/ We have also seen the bill- 
broker described as the dog' which ate of the crumbs, while 
in other quarters he is .styled the aristocrat of the money 
market. When we find il th&e epithets levelled at the 
head of the inoffensive broker, we might expect him to be 
exacting a large tribute for his services ;''but that is not 
the case. Fo^ his extensive knowledge and responsible 
work tlm bill-broker receives* but a trifling conunisaon; 
why, then, is he prepared to ait as an intermediary in this 
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bmineas, aqd is it vrorth his while ? * The hnswer is a. 
simple o«e. .The smallness of the broke||s1;ommission is 
no cnterion of his profit:* rapidity of tpmover is one 
prominent factor; the^otal amount o^ealhiparcei of bills 
is Mother. yV sV P|r cent, ol: even iV per cent, added 
by the btoker to the rate cha^«i for discounting a single 
bin is^infiaiteiftnal.’but ^hen rjckoned da a large number 
of acceptances the Commission is not inconsiderable. 

Then as to his capital. It has been cynically remarked 
that all the bill-broker’s capitsd consists of, is a pair of 
boots and a bill case. He does not need a large initial 
capital, it is true, byt his position is not quite so bad as 
tiiat. There is n(f doubt, however, that every bill-broker 
is indebted to the bankers fof a large proportion of the 
capital used in his business, and as such funds are loaned 
out to him by the bankers very cheaply, we see how it is 
he is able to work at very low rat^. The money is lent 
to the bill-broker at “ call "—sometimes merely over-night, 
and it is his practice to find out each morning which 
banks are lenders and which are likely to call in funds; 
he is then in a position to base his operations on the 
amount of money available in the marSet. Where the 
broker is able to borrow easily, he offers a low rate of 
interest, but if the banks are not well supplied with cash 
he has to pay more for the accommodation, and in’oesS of 
heed he may be forced to resort to the Bank of England, 
who will supply funds by discounting the cream of the bills 
for him. * 

As security for " call ’’ loans ,tl* bill-broker deposit^ 
with the banks bearer stoclfe of* the “floater"'or 
“terminal” type, such as Exchecjuer Bonds, Treasury 
Bills; or |he may? in. some cases, deposit batches of 
first-class acceptances. * 

In view of the^act that the bill-broker i^ a constant 
user of surplus funds held by the banks, it is sde to assume 
that he contributes largely tb the profits mde by the 
bankers, and, for the rest, these who are inclined to gird 



zzt - roHsm^BtcBANGs juw rosEm mM' 


.against the'jKofit^ the bill-broker in his tom intites on 
discount tranhations, have but to make a cuT$oijae^ama- 
tioB of bis op^tions on the tondm money market tb be 
convinced that \h^ intricacies of fjie business are ample 
justification for his presence in theij midst., * 

At the present .day cestralization of interestsds ^p less 
apparent in bill-%rokmg jhan i^j barJkit^'^ Therp.is m 
increasing tendency to ivert business from the bill- 
WfCT/ffho works solely .on commission, to the dealer who 
buys bills outright and s|lls them on his own account: 
it is the latter class, in fact, that is mainly responsible for 
borrowing " call ’’ money from the t>anks. To carry the 
competition still further, companies haVe bee^ formed to 
deal exclusively with this discount business, and, to judge 
by the dividends paid, they have found a profitable field 
for their iterations. Unlike the ordinary brokers, how¬ 
ever, the discount cqmpanies are not wholly reliant on 
funds borrowed from the banks; they receive money on 
deposit from outside sources, and as, by oSering higher 
rates of interest, they sometimes obtain cash which, but 
for their existence, would have gone igto the banks’ cofiers, 
it is they rather'than the " running " broker, v/ho must be 
looked upon as active competitors in the banking world. 

TmaKiry 

In conclusion, we may refer to the Government measure 
for financing the Great War by means of Treasury bills. 
Before the war Treasury bills were issued by tender. 
^ certain specified amount was announced as being for 
sale, and the bills wke allotted to those charging the lowest 
rate of discount. This was the practice in vogjie until the 
14th Aptf, 191^, when the British Gbvemment suddenly 
announced in the Lbndon Gazette its intention to issue three, 
six and nine months’ Treasury bills until further notice 
<at fixed rates of discount. In the first instance, the ratd 
published b^ the Treasurywere: for thre? months’ bills, 
2} per cent.; six months’'^ bills, 3{ per cent., and mne 
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months’ bills, per cent. Sub^uently^ twelve niont|js' 
bins were anmnneed to be available at th^same rate as 
for nina Jioifths' paper. ,The Goveiju#ent, however, 
r^erved.to itself the right to vary these fat^ whenever 
considered advisable s8 to do, without pr#doi$ notice 
•to the market As asmatter of fact, fhe " price" held 
good tmtfl, 9t^ August, 1915, ^hen the discount was 
suddeidy put up tch4i«per cent, for rSl usances. On 
27th October, 1915, rates were again raised to 4i perggpt. 
for three months’ paper, 4J per cent, for six montlfe’, and 
5 per cent, for nine and twelve* months’ bills. Then, on 
12th November, 1915, the rate was ,again changed to 
5 per cent, for aU.cHisses of Tre&ury bills. This 5 per 
cent, level* for ^all maturities was maintained urilil 
4th March, 1916, when the rate for three months’ bills 
was lowered to 4i per cent., and the rates for six and 
nine months’ to 4f per cent. The discount on’the twelve 
months’ bills was left unchanged at«5 per cent. 

The’presence of these Treasury bills on the market must 
necessarily affect the price of all otfier bills sold under 
discount; the pureffase of the Treasury paper tends to 
absorb the excess supply of floating monjy on the short 
loan fund oi the London money market, and consequently 
helps to keep up the bankers’ rates for money at call and 
short notice, which in turn affect theaiiscount rates for 
both trade and bank bills. The reader has onjy to rdfer to 
the various illustratfons we have given throughout this book 
to see how the various influences react thg one on the other. 

Finally, the market finds itself committed to rate% for 
bank paper from which it is practically impossible to depart 
as long as the Treasury bills are 6n offer at fixed pricSs; 
by force of the Government compatitios it is bound to 
work at practically th6 same rates of^ discount for three 
and six months’ bank bills as those charged by the 
Treasury for its paper, as obviously no buyer is likely to 
pay a higher price for a bank acceptance |han that at 
which he can get a Treasury bill issued on Government 
tt—bsti) 
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Iw iouowiQ^ wne snows roe aates ana an^aons^ tne rates 
oJ" discount: smipe Ttsasury Bills were first catxti by BijtisU 
“ Government at fifed r&tee. “ 


t 

14tb April, 1915—Bills at 3 morrihs' date 

8th May,'- 1915 „„ 

9th An®, 1915 ,, 


27th Oct., 1915 

12tt;.Njjv., 1915 ^ 
24th Mar., 1916 


date, one 

O V. 


Sth June, 

c 


1916 


® >» IT • 

12 „ „ added 

3, 6, 9 ft 12 onontbs' 

Mate for all usances 
3 months' date u . < 

6 . 

9 & 12 months' date 
3, 6, 9 ft 12 months' date, 

‘ rate tor all usances 
3 months' date 
8 ' „ 

9. 

«2 .. „ c . 

3, 6, 9, ft 12 months' date, one 
rate for all usances > 

3 nl'onths' date •. 

6 „ . . . 

12 „ „ (no 9 m/d bills). 

3, 6 ft 12 months' date, one rate 
for all usances 
3 ft 6 months' date . 

3&6 
12 

3ft6 
12 

3&6 
8ft6 
3&6 
3&6 


14th July, 1916 

27th Sept.,ft916 

2nd Jan., 1917 
27th April, 1917 

26th May, 1917 

19th June. 1917 
8rd July, 1917 
27th Dec., 1917 " 

14th Feb.. 1918 
31st May, 1919, sale of 3 and 6 months’ bills suspended. 
Sales resumed on ' 

c 

14th July, 1919—^Bills at 2 months’ date . . . . 3 

** 3 ^ „ , , . . 3 


only issued , 


14th Aug., 1919 
6th Oct., 1919 

Vnov., 1919 


2 months’ date, sales suspended. 

„ „ ■ • . . 

6 ■ „ 

3 dhd 6 months’ date 


19 Mar., 1920—Sale of 6 months’ bills suspended. 

14th A]^, 1920—1^3 dt 3 & 12 months’ date issued at . < 
29th ApriS, 1920—Sale of 12 mraths’ “bills suspended and 
* minimum of ;^S,000 for 3 months 

bills at 6}% fixed, 

11th Mar., 1921—^KUs at 3 ft 12 months' date WUs issued at 
diet April, 1921—Sale of 3 months' bills suspended and 
“ practice of offering Treasury 

bills by tender resumed. 
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26tlt Aptl, T9U—Bate for 12 months^ bills recced to . S|% 
24t)i Jnnl: ISfl .„ „ > *. * . 51% 

SOUi Jane, 1921—Sale of 12 months' bills sospended, * 

30th Jtm«, r921*-Bills at 6 months' bate . .. • . . S|% 

July, 1921—Sale of 6 motths'^bills suspended. 

sec«ity. In such eiftuinstanaes, th..ma*et.is thus, 
TO all intents and purposes, under the direct * control 
of th«fGovsmjaent,sand as long is Jhe hales of Treasury 
bills jflre‘continued, the free pl^ of the usual factors is 
restrained. 

It seems a curious termination'to this book to have to 
admit this fact in face of the theories we have expounded, 
but there it w, and ^ we can da ft J:o recommend the 
reader to continue to examine fcr himself the varying 
efiects of the Bjitish Treasury’^ experiment with the 
London discount market: the study should prove an 
interesting one, and to enable the reader better to follow, 
the movements in money and discount rates, both ieftre 
and after the advent of war, we attach three extremely 
useful‘*charts, illustrating the course of money and dis¬ 
count during each of the three yeVs : f913,1914, and 1915. 
We also give similar charts for the years, 1918 and ^^1. 
The charts were prepared by Messrs. & Gwyther', 
the well-kn8wn discount brokers, to whom the author is 
'much indebted for permission to reproduce them. 

Three and six months’ Treasury bills continued to be 
bfered by the Government at 3J per cent, djpcount un^ 
81st May, 1919, when sales were suspended. The totsd 
amount then outstanding was millions.* Sales 

were reamed on 14th July, 1919, at 3i per cent, 
discount for three monAs 1^^*d 4 per cent, for^# 
monthi’ bills. Treasury Bills St fwo months’ date were 
also ofiered at 3? per.cent., hnt salestof bills at th^ usance 
were Siicontinued on J[4!h August, 19^^. By October the 
demand for the Government paper had Men off con¬ 
siderably, consequently on 6th October, 1919, it was deemed 
advisable, to offer more attractij^e terms,-so the rate for 
three months’ bills w^ raised 4| per 'cent., tmd that 
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fof six nmt^' bills to 5 per cent. Tb^tom dhowt of 
Treasury Ws outstandigg otf 4tb October. J91B. was 
£853,068,000. 

' On eth November, 1919, •flie Directors oi the'Bank of 
England'decided t6 raise the ofBci^rate of disconnt ftoi^ 
5 per cent, to 6 per cent., and thit, was but a<irelude to 
the raising of the rate of discount on Trfeiisuiy bills once 
more. The next day, as a matter of fact, it w^ announced 
that? until further notice sales of this class of paper would 
be made on the basis of SJ per cent, discount for both 
three and six months' bills. On these terms the cost of 
the bills worked cuf at £98 12s. 7d. for three months’ 
paper and £97 Ss. IJd. or six months’ paper. Sales were 
m'ade on this basis i nth 19th March, 192(1, when the 
issue of six months’ bills was discontinued. About a 
month later, on 14th April, with the raising of Bunk of 
England rate to 7 per cent., it became necessary to alter 
the Treasury Bills rate, and an announcement wa| made 
that three and twe've months’ date bills only would be 
issued at 6i per cent, discount. On !^h April, 1920, 
the ,Tale of 12 months’ bills was Suspended and a minimum 
of £5,000 each fixed for the issue of Treasury bills at 
6J per cent, discount. Then, on 11th March, 1921, the 
Chancellor of the Exchequer decided that the time had 
comp vi/nen a reduction could safely be made in the rate 
of discount for Treasury Bills, and jt was decided to fix 
the rate at 6 per cent. Tor the three months’ paper and 
also to put on sale twelve months’ bills at the same rate. 

The total amount of Treasury bills outstanding on 31st 
December, 1922, vlas'£719,0'10,0()0. 

On 11th April, 1921, the Chancellor of the Exchequer 
annouiv'ed in the House of Comjnoi,s that the S 3 rafpm of 
keeping Treasury Pills “ on tap " at fixed rates Wbuld be 
suspended so far as three months’ bills were concerned 
as frmn 21st April. The three months’ bills have always 
represented- thei bulk of __^is class of paper issued by the 
Govemm^t, so actually, after about six years, an attempt 
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is made'to fetum to.pre-war conditions. first i4tie^ 
by tendektn^es its' app&ranqc as these Ifiies* leaves for 
the press, and the andbunfiement governing the sales 
was in’the following t^ms. 

lEKifeRS^ FOR Treasdry Bnxs 

ThS Lo^ Qomgussioners of# his Majesty’s Treasury 
give notice that tejjder* will he received at the Chief 
Cashier’s Office at the Bank of England on Thugday,* 
the 21st inst., at one o’clock, for Treasury Bills’to the 
amount of £50,000,000. • 

The Bills will be in amounts of £§,000 or £10,000. They 
will be dated at the option of the tenderer on any date 
from Monday, the 25th inst., t® »turday, the 30th injt.* 
inclusive, and wilf be payable at traiee months after date. 

Th^ Bills will be issued and paid at the Bank of England. 

. Ea^ tender must be for an amount not less tiihn £,50,000, 
and must specify the date on which»the Bills required are 
to be Hated, and the net amount per cent, (being an even 
multiple of one penny) which w^ be |iven for the amount 
apphed for. Separate t^ders must be lodged for Bills 
of diSerent dates. • 

Tenders ^ust be made through a London banker, 
discount house, or broker. . 

The persons whose tenders are accepted will be informed 
of the same not later than the following day, and parent ‘ 
in full of the amodhts of the accepted tenders must be 
made to the Bank of England by means of caSh or a 
banker’s draft on the Bank of England not later |han two 
o’clock (Saturday twelve o’dock) «n, the day on which 
the rdative Bills are dated. 

LoAN»ANp Discount* RaAs. 

On t&e next page may seen at a glance the current quota¬ 
tions and the dianges of the Bank Rate, Treasury Bills rates 
and deposit rates over a considerable ^liod, with the, 
dates of such changes. We al^ give a jveefi’s record of 
rates for loans and discounts'on thb London m|Tket. 
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BANK RATE W*'. *T' '’r 

«sus— Mmh M, Ai)ra,ijft Mar. ii to Xpffi >6, ,* fou 30, 

I m<toUa-j,lU, .t ‘tlW 

** *• » ■ 3* 6it 6l 5fg # 

“ iS &'K ffis. fflj A tei),. 

imi.j I 9 Si 3 imi.) ,981 .) 

jSXt_- ^ ♦ 3 * 3 «* 9 4 I 

SSice :J[ Ji l^ w 4 

. . fei, 

Seventy market . ^ 

mSCOUNT— / 

» 


(Trade bills). 


Jj—sA 2 
r aA—a.“« « 


■t~aA “A—a/* a iV-at 

3—3t « 3—3 3—3t 

3 —3t 3—3 3—31 

1*—3t 3r-3t 31—3t 


dlscontinoed aist April, 1921! sm note 
a?SL„'+i« Bedu^ to 3j% aOthVtoril, 1921. c Reduced to 54% sath June, igsi, and 
discontinued 30th June, 1921. d iSscontinued ;th July, 192 ’ , 

i?.**a'**® ‘* 1 C“ TteMunr Bull “on tap” at the 

^m,Sl pcaoHce of ofcring bills for tender was 

‘P.f® 9 *°^''’ “ announced in the Ion** Gmite of Friday, 
__ V f? ^ followmg IWday, the tef4wcr choosing the day in the unwiing 

ouentl^i! payment be^fig made on such day. Subse- 

?vSSL through the Bank of England « additional *’ 

S^pS(M^F^y ^ awrage rate of the sut^ssful tender* of 

Mar^, xgaa, the Treasury adopted ttie policy of offering for tender 


tS fSoS*^ ^d^* ** offered is announced on Fridays and tenders are received 

JsSjgy'i^^ foi“K^ the results of such issues from aoth October, 1934 , to xgth 
_ * (ooo’s omitted.) e 

IJate* SS?*5® I Bills Bills. ”/m- 

Invited, received^ AS* Average Price. Al* Average Rate tioaal^' 
lotted. lotted, of Di^unt. Bille. 


Ct siff 

40,000 

61,905 

• 97 

40.000 

56,003 

OV .3 

45.000 

57.330 

H 10 

45.000 

55.505*. 




^ .Bonds issued will not exceed ISjOOOfXm, 

Sjy l«wd irill be divided between a2^3d 

-pi^ayonM ^ Itaeiury may detormi^ ^ 


ss see ireesury may deterame, ' 

A Mialliriahh te PohlWiod hy th. if** 


Imt tb 
bo^iDI^ 

























CHAPTER XXI 

• « • __ 

CURRENCV AND INJLATION DUEING THB 

• gbjAt.war 

Wa|, itjs said, is g(»od for banking, and to iud|e by the 
inCT6a^*di\p(!lends paid in nuAerjus c|ses, it does seem 
as if*the war period*has tieen a ^ofitable one for the banks. 
But whether it can be called good for banks to hav^ Jlrofitefi 
from an inflation of the cuirendy, to which they have all 
contributed in a greater or lesi degree, is another matter. 
We refer first of all to the enoriaofls^ncrease in the issue 
of paper currency. One of the Iknks, as a matter of fa^t, 
frankly allmits liiat the face taJM of the paper currency 
issued during four years of the was greater than the 
value of the whole of the gold and silver projjuced in tljp 
world since the discovery of America. It will fie interefting, 
therefore, to examine the position’of the note circulation 
of the world’s greatest banks, imipediately prior to the 
War, and in the autumn of 1919. ‘ 

The Bank of En|land just before the War had nptes in 
circulation amounting to £29,317,000. In October, 1919, 
she had in circulation £83,705,000, and if we take the 
amount of currency notes circulating in the United King¬ 
dom, too, £338,436,000, we get a total of £422,M1^000, as 
'compared with £2§,317,000 in 1914, that is,an increase of 
£392,824,000 in the paper cuirehcy of the countiy. Before 
the War, the Bank of France had in circulation notes to 
the amount of £236,476,000; in the autumn of 1919 die 
had, circulating notes* to* the ifaltle of £1,471,977,000, 
an inaease of £1,235,501,005. *The Imperial Bank of 
G^pnany's pre-wai tijtal e?as £94J545,(500; the^gures on 
®)th'September, 1019, were £1,488,205,000, an inaease 
of £1,394,W,000. At about the same date the Bank of 
Italy’s total showed an expansion of £347,646,000 in t^e^ 
notes in circulation. The tot^ for the'Auetro-Hungarian 
6^ was £1,883,467,000; agailist £88'.740,000 in 1914. 
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Evea the Umted States of America l^ad bSen Ifble to 
ftfrain from ^ding to her paper currency ^ t])e notes 
outstanding in 1914 were oi ano equivalent va&e of 
£500,985,000; the total on^ 1st August, 1919,< was 
£734f457,OQO—(m'iiKSrease c4 £233,4^,000. The increa§e 
in the Bflgian note circulation was <fl23,124,00ft, is, 
of course, impossii|)le tq sl&te even an sppre^jmatejvalue 
of the notes at present cifculatiiig in*'Russia, the 6)tal 
nSust he prodigious; but as a matter of interest we may 
say that the pre-war total of the State Bank of Russia 
was equivalent to £163,4*11,000, while that on 29th 
September, 1917, \va§ ‘£1,836,217,000—an increase of 
£1^672,806,000, and yet hiis does not take into account 
the enormous mass of Fol&evik paper currenCy issued 
during the last two year* 

jAs will be^seen from the table we gi^fe below, what is 
true 6f the coflntries we have named, is true of practically 
every European country: all of them have worked ^the 
printing press very ha^d, and in all cases there has been 
fan unprecedented increase ki the notes in circulation. 

The comparison is between thei figures in the latest 
returns available «at the end of October, 1919, and those 
in the returns issued immediately before the great European 
War- 


NOTES 1 N*CIRCULATI 0 N OF THE WORLD’S GREAT BANKS, Eic. 


BAitx or 
Deomark • 
Enj^ud . ^ 
Ctsreoey Notes . 


1919 

. Septjo 
. Oct. 15 
. Oct 15® 


Total England 


AtstA-H^ary 

Pnice 
Gcirmany 
BoUand 
Italy 

Norway 
^Min 
Bwedeo 
SwitMiiand 

Arntrlca 

Total 

ItWfa r. , 


. Sept.s3 
. Oct. 9 
. Oct t 6 
. Sept30 
. Oct ir 
. Aug. 31 
. Sept 6 
. Oct 7 
. Oct xz 
. Oct It 
. Oct 3^ 

. A«g. ; 

,, » 
._Sej>t.«,') 


. £ 

tSiSllfiOO 

83.705,o«1 

338,436,000 

*422,141,000 
1,88^67,«00 
987,778,000 

l» 47 i, 977 iOOO 
1,489,205,000 
® 84 . 648 ,^ 
414,091,000 
) 102,821,000 

24,468,000 
tst,676,ow) 
39,340,000 
36,897,000 

73U57,ooo 
" ft . 

7,o5^4<8,ooo 

1,836,217.000 


Return Prior 
to War. 

8,693,000 4- 
29 , 317,000 + 
- 4 - 

« 29,3x7,000 4- 
88,740,000 + 
64,594,000 4* 
*36,476,000 4 - 
94,345,000 - • 
25^70,000 4- 

® 66445,000 4* 
3*,254.000 4 - 
6,608,000 + 
76,760,000 4 - 
1x456,000 •> 
10,7x6,000 -f 
500,985,000 *4 

-i- 

«., 3 M 39 .«» t 

.6)rfH,O0O + 


Zocrease. 

£ 

j6,619,000 
54,388,000 
336436,000 

392,624,000 

1,794,7*^000 
123,12^000 
t,a33,3ox,ooo 
X, 394 , 660,000 
58,778,ttpo 
347,6^;5» 
71,367,000 
17,8x0,000 
74,9x6,000 
28,084,000 
26,181,000 
*33>479A)00 

5 , 815 , 009 ^ 

t,67»,6o€iOOO 
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N(\«'*s«inetSiing^nnght haw been’said for this •enor¬ 
mous increase in paper* promises to pay ^ai there befin 
anything liHe a correspondijig increasedn tte metal backing 
to th« notes. But what jure the facts ? Take England; 
Grith notes to thj TalUe of ^317,00# jn’dicul^ion ill 1914 
shi helfl £40,164,090 gold* In 1919 with £422,141,000 
no^ cunegSi the gold held aA^ted jo £114,746,000, or 
an'inaease of £>1,582,000 ih the gold held, against an 
increase of £392,824,000 in the value of the notes Circula¬ 
tion. France diowed an incresfSe of £58,617,000 in her gold 
against an increase of £1,235,601,000 in notes. Germany, 
with an increase in^er note ciriula^on of £1,394,660,000, 
had a decrease of £7,381,000 iilthe gold she held as ojp- 
pared with 191^. The fall itf tK amount of gold held by 
the Austro-Hungarian Bank was*very great; there was a 
deaiine of £77,878,000 as compared with 19^14: on 2^d 
September, 1919, she only held £10,862,000*gold.ag4lnst a 
note circulation of £1,8^,467,000. Italy’s gold holding, 
too, declined by £11,784,000 a| compared with the 
pre-war amount. Russia’s gold holding, taken on th# 
same date as that fo»the notes, 2eth September 1917, 
revealed an increase of £185,879,000 against an increase in 
the note'circulation of £1,672,806,000. Holland, with an 
increase of only £58,778,000 in her note circulation had 
increased her gold reserve by £39,172,000. Th* 

’ in the gold holding of the Bank of Japan ij worth noting*: 
it inaeased from £21,872,000 to £75,428,000, while the 
increase in her note circulation was en]y £71,567,1)00. The 
United States had the lion’s share of the world’s gold, 
the return for October, .lOlB, £497,910,0Q0,* an 

increase of £120,456,000, as*compared with 1914. 

The full table iaas shown on page 834. ^ 

lie tale told bg-tfie two tables jpay be given in a few 
words. Against an inaease of £7,498,715,000 in the notes 
in dicnlation, there has been an increasenf only £^1,841,000 
in the gold heldin other itords, abOTt «ne-tenth only, 
or £6,876,874,000 jworth of‘the papa cuCTfency of the, 
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Bans on 
Dounaiic 


*(201i) HOpiNG C)F THE WORLD'S GRBAT BAfiSS, %tc. | 

+ 6^i6fiat 
40,164,000 + 44081,000 

— + iSjto/ioo 


.W»9 , 


Septsf* 
Boiluul . . . Oot 15 

Cumocy Nota Ronrvo , 

o ,0 


zo,4z6(doo 

86 , 246 jN>o 

z8,5oo,roo 


Total EngUad 
Aoftria-HuDgar^ 
Belgium 
Brance 
Gotnany 
HoUand 
Italy 


Norway 
Spain . 

Swedoi 
SwitzeiUad 
UB. of America 


114,746,000 40,161,000 4 ? 74,58a»ooo 

. Sept 33 10,86s,000 4tS8,740,000 — ,^«876jeoo 

• 5®^ % ‘ pMa,ooo 10,414,000 + aailbm 

. Oct. ZO 332,993,000 264,478,000 ;(• <- 58.8lA.OOO 

. Sept*jo 54339,000 62,6te,ooo ^ 

. Oct. zi 53^1,000 ' x$509,ooo + 39,173,000 

. Aug. 31 33,216,000 44,000,000 — • zz,7^,ooo 

. Sept 6 75428,000 31,673,000 4 - 53i556,ooo 

. Octc 7 8,161,000 3,893,000 4* 5,369,000 

. Oct. 11 ^6,406,000 31,739.000 4- 74,667,000 

. Oct ZI 1^663,000 5,878,000 -f 10,784,000 

• Oct. 7 18^33,000 7 » 303 ,ooo + 11,730,000 

. Aug. I 497,910,000 377454,000 4- 12^456,000 


Total , , 1,333,884,000 t>6z,floo,ooo -f 358,084,000 

Russia . . . Sept. 26, *17 j 60,388,000 174,509,000 4 * 185,879,000 

principal countries of the 4ofld is covered by gold. Such 
is the pass to which a littfe more than four years of war/^has 
brought interpational banking 1 Who will say we have 
progrdised mu^ since the days of the worthless French 
assignats ? 

The.effect of this almost overwhelming mass of paper 
^hrrency on the foreign exclsanges between the countries 
which hwe been the principal offenders in launching forth 
the “money" has been disastrous. We have Great 
Britain at the present time,^ surrendering £1 to Holland in 
exchange for 10 fl. 97c. against 12fl. 10c. in pre-war days; 
Spain considers our currency worth no more than 21} 
.pesetas—she wrs paying over 26 pesetas^or £l just prior 
to'the War. America takes a heavy toll by offering but 
14.16c. for the British currency unit which was worth to 
her nationals over $4.86c. ,in 1914. France finds herself 
calleM fipon to surrendei' over 36 francs to the poiyid 
sterling instead of a little over iiS} francs at which she could 
purchase it jp 1914Italy is paying more than 42} lire.Jp 
the £1 againk less than- 25} in 1914. Germany finds Ibtt 
currency next to worthless in most centres—in London she 
is lurrendering 115 )[narks for ^1, which compares with a 
^oe of 20.53 cuarl^ in Aueuk, 1914: and so it eoes ori. . 
o * 2kh Octob^ 1919.. 
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TheTnorase.ln the voliane of the a)Kq;\,cy in drra^tion 
in all the ixrantrfcs which Ij^ve been rec^jAat war fias 
resulted in a record tiepftdation, afld yet our Universal 
Cuwdncy Providersjgo onfturning out ifore paper f^oAises 
*to pay, appareifly in blissfJl i^oAnce <# the^havoctiwy 
aie causing. In this corihection we would call social 
attaijtidh to*the*table^of fore^ exchange quotations since 
the Arntistice wa? signed, anfl also to the graph illustrating 
the variations. 

It used to be considered thht the smaller the volume of 
the currency of a nation, the*more rapid was its drculation 
and the greater the materiai^Vrosperity of the country, 
and recent events certainly do not refute that view. Jfhe 
volume* of tha currency in all the principal countries has 
been raised to a record level, but it would be a brave man 
who would say that the action has resulted in inaeased 
prosperity. We know that it is^ argued in some (^barters 
th?t a great deal of the paper currency now in existence 
in Europe and elsewhere is.not rgally uncovered, because 
it has a backing of Government securities. The argumeSt 
is fallacious. Gqveriftnent or any other bonds are not a 
proper basis for a note circulation ; Gofemment bonds are 
representative of Government debt, aijd a note circulation 
based on them is a circulation based on debt, not on value; 
and those who say that the securities repriseat proger 
cover for notes teke precisely the same attitude as the man 
who has an overdrawn curreilt accotmt and seq^ a cheque 
on that account to cover it I Nedd we say more ? 

Concomitant with^the trenjendous expansion in the 
world’s note circulation Has hgen h great advance^*bank 
deposits. There is nothing surinisin| in this; it is all part 
«nd parcel of tUe isflaflon of the currency.^An inaease 
in (^posits is almost as essential to inflation as an increase 
in the notes in drculation, the one being the co-partner d 
tl» other. The bank depoats subjetj to cheque obvioji^y 
add to the cuntency supp^jr of the ; but althou^ 
they inaease it8*voiumd, wohiust not ogalook the faai 
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that i catainx^oportion of the depots id^naiits iif the 
bahfc for long'i^ods untoucljed, yet e\^ that projjortten 
is utilized to prop cp the vast superstructure of cfedit 
«rhi(& is coincident with the pr^nt world inflation! i 

In 1&14 th^ deposits of the ^een na^odal bai^ named* 
in the preceding tables amounted (to approximately 
£5,400,000,000; iij the approximate'total .was 
£15,000,000,000, an increase of £9,60b,00(>,000. 

ll: mayl^ of interest to add that the deposits of twenty- 
two of the principal banks' in the United Kingdom on 
(30th June, 1919, amounted to £1,917,868,736, against 
,£874,891,969 in 1914, an'increase of £1,042,976,767. 

F^om the consideration ot the various figures we have 
given it is plain that the bubole of inflation has reached 
its present great size through («) an enormously increased 
not^ circulation, and (6) a phenomenal expansion in bankii% 
deposits, and while the total effect may not entirely have 
caused the unprecedented rise in the cost of living, y|t 
sorely no one will contend that such an amount of addi¬ 
tional currency can be forced, into circulation without its 
having a, very great influence on the leve^ of prices of all 
tthings, whether they be actually necessaries or nqt ? 

The tables on the next page tell their own story; they 
reveal in a striking manner the adverse effects arising from 
,lhis contipuaS watering of the currency, and also serve to 
illustrate the cori-ectness of the much dispussed Quantity 
Theory of Money. 

The variations in thp value of the Shanghai tael indicate 
the close cennection between silver and the China 
exchanges. 

This chapter was first written in the autumn of 1919; 


since then ippny ratbs of exchange haw surpassed al^ 
previous records, and as, a matter of geaeral interest^ (^e 
gire a complete table of foreign exchanges, showing the 


avei|ge rates of exchange between London and thirty-seven 
fcaeign centres far tkf j’ears 1^22 and 1921. The, weekly 
average rates, Tyghest and Itwest,* aie alio given for t^ 
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‘year t9^. As this bst giv^ m additm & A|jii&4and 
l6«»st dail^ r/tetf recorded in 1922, as ^ i!s the dosing 
rates on the lafit buginess da^r of 1J2I and l9!22,“it»Wh 
be u|eful for comparative purposes, ^' 

^ tfrepjjred tlir#ngl the fcoustesy of the StocJf 

Exchama Ga^ to illuBtrate an article written fiw thft paper by 

the anthorf who m mdehted to thS omorinfinp f™* nn*,rM«Amn 

publish it. 



CHAPtEB XXft 

THE S&UIDINaViAN EXCHANGES 

m 

The dtthange quotations between the three Scandinavian 
centres aM London are always puzzling to people^ tMs 
side, and during the war they have b^ome very much 
more difficult to understand. • The reasons for the move¬ 
ments for and against London ar^ fairly well understood, 
but why there should be widfe diderences between the 
quotations from each centre for drawings on and r«nSt- 
tances from London, when the nominal value, expressed 
in terms of so ifany kroner and ore to £1 in each case 
(say 18 kroner, 16 ore = £1), is not at ^ clejr. eAs* a 
matter of fact, the problem is rather incomprehensible to 
sonfe of the Scandinavians themselves, so perhaps the 
result of investigations maJg by*the writer will throvi 
some light on the mattgr. • 

Par of exchangS between Norway, Syeden, Denmark, 
and England is Kroner 18.15982 = £1. The unit of value 
is the krone (or crown), and 1 kilogramme of fine gold is 
coined into 2,480 kroner, 900 fine. The Mint jjar between 
these countries and England is found by Chain iRule m 
the usual manner* and the calculation is—* 

? Kroner == • 

= 7’9S805 grammes ^ndard gold 
Stwdard Gold, 12 graymes » 1 S^ammes fine gmd 
^iae Gold, 1,000 grammes * ^^e^^O^aowas 

7-98805 X 11 )t mo . 

-^^TrfOOO- 

• / 

Exghange quotations on 11th January, 19!&— 

. Kroner. 

ranstiama. . , . 24.88 = /I 

Stodiholm . ... liso « a 

Copenhagen •, a . 2£gS ^ 

■ * ' 239-* j.‘ 
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Fer a correct im5erstand!nf 0 / tie workag oi hghaage 
M<is necejsqjfy'to refer to Scandijiavj^s pfe-war methods 
at regulating^exchjnge; tfie^whoje business foAwd the 
subject of. agreements madeobetwan Norway, ^yeden 
and oDenmarkp ih ^^3-75* 3^ the result of lengthy 
pourparkfi during those ye|rs, the^ nationaf tenks of 
Norway, Sweden and Denmark entered ijto g mutual 
agreement under'^whicfi ea(^ banh could drlw uphip the 
other its exchange requirements in Scandinaivia. Die 
method‘upon which they worked was known as the 
" Giro " system, and the aurangements permitted of each 
bank’s drawing bills or,selling exchange upon either of 
the others. For this purpose each of these banks of issue 
(Ihe 3ank of Sweden, the Ba nk of Denmark and the Bank of 
Norway) opened curTen|. accounts through which the inter¬ 
bank drawings could be'passed. Die bamks were allogred 
t6 draw on each other whether they had the requisite 
funds to their credit in the other countries or not. Drafts 
were not to be for smaller amounts than 10,000 kfbner 
(Suid need not necessarily be'drawn on the central institu¬ 
tions—they could also be drawn |On the branches of the 
three 'Scandinayian National Banks hituated in place 
other than the capitals of the three countries. 

No interest was charged or allowed on these cutren' 
accounts gnd no commission was charged or allowei 
en the'inter-bank drawings, but any of the banks wa 
liable to make' a settlement of its acco&t with the othe 
country on demand, apd in the absence 6f special arrange 
ment, payment iof indebtedness had to be made in t 
an4,2W kroner gold pifce§. ,, " 

]^c^ bank was also entiUed to sell at par cheques dfhw 
on its account with, either of tjie othq banks, ^d eac 
bank accepted at par the bank noteS of the others. . 

In brief, the actual purpose and effect of the agr&mei 
was the maintenance of exchange between the Scandinavia 
countries at pjr. ^ 

Now, in making' this pi^gqment, j^e three conntri 
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.conceflled•ob^^uslx assumed'that tKeir^tij^ 
would ggnrajiUy be»abo«t equ^, since oth&wiH it 
at an^ time be difficult f«r one of the NStional Banks 
to obtain sufficient cover ^or its debit balances due#in 
tUe country deni4n«fing payment ofadrawings^ Thrfl, as 
’ it turned out durinf the war, was the weak point in the 
system, i» 1916, for eJtanjple, there was a good 

deaJf of cqntrover^ o^^r the/position between Denmark 
and the other two countries, Sweden and Norway* Ded- 
mark, it was said, had bought back moreloreign securities 
than either Sweden or Norway*; and in some quarters, the 
National Bank of JDenmark was* (;}iarged with having 
kept its exchange rates for fore5|n currency so high that^jjt 
paid the’Danish exchange dellers to purchase the remit¬ 
tances they required—marks, sterling, dollars, etc.—in 
Nofway and Sweden. This, it was urged, resulted in^a 
large demand for Norwegian and Swedish &oner, aftd in 
consequence the Danish currency in Sweden declined about 
1 per cent. The position, however^ was not as serious as 
might be imagined for the Danish financiers and others* 
since as long as tjie Ssandindvian Mint Union rejfiained 
unaltered, Danish debtors to Sweden could avoid the 
premium by sending bank notes over the Sound. As a 
matter of fact, this was precisely the course they adopted, 
with the result that Danish bank notes in Sweden soon 
’became so abundant that an official di^ount, first df 
i per cent., then of 1 per cent.,»took place. 

Other reasons* were assigned for^ the trouble. One 
Professor was of opinion that the National Bank of 
Deqpark had conductSd its a^^*its4>adly, and he pointed 
out th%t the Bank’s monthly returns indicated that its 
credit balances witl^ foreign cBstoAers ha^ increased 
enoAjously, consequently the Ban|('s purchases of foreign 
stocks could not have diminished in any considerable, 
degree the Danish foreign balances.. To this statenujit 
a self-styled " pn^ptical" maJJ replied jtbatf the Professor 
« had forgotten to‘take into jrccount the /bmmitment% 

, W—(I5M) 
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The positicm as it stands*!* 1031 is thk * The Vee- 
mmt of 1873-75 ^between Sweflen, Denmark and N«way 
in r4^u'd to cwrenoy and Exchange* aHangejiaits is ifo 
longer eflective. During the War.cestrictions.OT the 
inqwrt and expcaj of 5 pld*have been imfora^mpalj,three 
countries; their mints, sincetiUarch* 1916, have b^ cl^ 
tin th^fiee coinage of gold; the central banks have been 
released from th^ responsibility to pay their notes in gold, 
and also from receiving goM in bars and foreign coins at 
the fixed value assign^ to them. ,The interchange of 
(j^eques or demand drafts under the agreement has also 
be«)*discontinued. * 

Accwding to the ibove-mentioned agreement, the 
;()ld coins of each of the countries is legal tender in any 
of th£ others, hnd this rule still holds good, but as all three 
oountries have prohibited the export of gold, and ri^(Uy 
enforce the prohibitioq, this interchange of the currency 
is practically suspended. . 

One,efiect of the restriction of private imports of gold 
deserves to be noted carefully: it precluded the increase 
of cunency, and it really gave each country’s bank of issue 
the power effectively to regulate the currency of the 
country, ris a matter of fact, Sweden held more aloof from 
]|h]rchasing gold than either Norway or.Detunark, but as 
both Norwegian and Dani^ gold coins had all along been 
legal ten^ in Sweden, the action of the Bank of Sweden 
was rendered inefiective by the importation of Scandinavian 
gold ooins from Denmar^.and Norway. Conseque^Uy, 
in 1917, at the su^estion df the Bank of Swerjen, tte 
three couq^es entered Into a mutpal «greement hot do 
permit the dxport of Scandinavian gdid coins. ^' 
t Ihe “Giro" system between N«way, Sweden and 
Pfnmack, therefote^ consists only in the exchange of notes, 
■stiw normal frweps for re^daUng the .exchange betwwB 
dhethree cqfi^triesisnolengwavailaide: it has not been 



possWe 6 'kfllp tte 

pr^y refer, has led to* an Mw«o aedWm. 

Christhnia and Cop^ageJ, which* pari^pam, is 

in the eichsnge lates for sterlftig in tlfert^ftcttve countries. 

There are other "reasons,* however, which aJcomrt iot 
Swedi^htttr%nc 3 Pbeiii| so in\fth Ju^e( in value as com¬ 
part with sterUii^ than theecurrency of ^her Denmark 
or Norway. TVt first it was thought that the tra^alance 
was the prineii»l reason, but dn enquiry the writer found 
that Norway was importing fir niore horn Denmark than 
she was exporting* to that c|tmtr)r, in spite of which, 
exchange is constantly below jar in Norway. ^ 

Apart* from 4he different policies governing exchange 
transactions in the three countries, the bottom of the 
mAter appears to be speculation in foreign excbai^e, 
especially in sterling and American dollar •exchange. 
Thflsughout the war, and since, the general policy of Sweden 
was not to hold large forejgn exchange balances; her 
market was generally well'supplied with sterling and 
dollar exchange, ,and*this naturally kept the exchange 
rate lor the Swedish krona high—with plenty of exchange 
on London and New York available, people in Sweden 
were not willing to pay too many kronor and ore for it. 
In Norway and Denmark the market was ndt qearly so 
well supplied, consequently there was coi^)etition for the. 
available exchange on, say, L&ndon, and more jponer and 
ore were surrendered for each pound ^crling purchased. 
The banks cannot be blamed fpr this state ofi a&irs; in 
Nocway the shipownm ahd ej^knters, as far as po^ible, 
kept their sterling and dollar exchange in the hope of 
sotting a better Ate.for?it; it his bfei the ^pme in Den- 
maAb where people who held large balances of sterling, etc., 
preferred to keep them in the erqrectatimi of dbtainiiig a 

> Aa agio ii the diSemice betwsen tbe|«al and nominal viUit* 
«f aooey ; or between metaDie^ papanaio*y. Iba wad is 
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a 

higher price„in^ead of placing them at Qie £spd^ of < 
tfte market as was done in the case of ^eden, , 

As far as Denmark was concerned, too, she is known to 
tone purcBased very large 4|iantities of mercltoBdise 
intenSed foj re-export to Gerinany or the'Baltki jffovinces, 
and this fflrther influenced exchange. 

One other factoi;whicit hil had some bearing pnSwhen's 
position remains to be noted: it Sas Been the jwlicy of 
tlfe Badlj of Sweden to maintain a higher discount rate 
than either Norway or Deiftnark. 

With these facts before tMb reader it is hoped there will 
be little difficulty in his ap^eciating the various diSerences 
in, the exchange quotations of the three countries for 
sterling ; actually, the rate tor sterling in Norway,*Sweden 
and Denmark corresponds with the difference between 
thf values of the Swedish, Norwegian and Danish krofter 
in thf' Scandiiiavian countries themselves ; for instance, 
at one time in 1919 in Copenhagen the prices for sjght 
bills on Stockholm an(} Christiania per 100 kroner were 
410 kroner and 105 kroner rerpectively, and the quotations 
in each^ountry for sight bills on Lendoq (sterling) showed 
exactly similar differences. This is the principal point to 
remember, and as long as the three countries maintain the 
present regulations, there are bound to be wide differences 
bettveen the rates of exchange of the three countries. 



CHAPXER XXIU 

OK ISIAKO OF CYPRUS 

There iis not a graat deal* to be said about the money 
and «cbaQ|*of %prus, but it*is yist as^well that students 
of foreign exchan^ should by informed on the position. 

Tbe money is not difficult to understand. 11^ are^n 
circulation Government currency notes In denominations 
of £10, £5, £1,10s. and 5s., alPfull legal tender. Although 
there are three bagiks, besid^’tlie. Government savings 

bank, there are no bank notes. 

# ** 

Briti^ gold .sovereigns are full legal tdnder, and the 
exchange value of one sovereign is^akcn to be 180 piastres. 

The silver coins in circulation are : 18 piastres, 9 piast^, 
4J piastres and 3 piastres. Silver is legaf tender Rip to 
540 piastres £3). Copper coins are legal tender up to 
27 piastres (= 3s.). ^ 

The piastre, or c.p. (copper piastre) as it is popularly 
called to distinguisli it fron! the Turkish silver giiastre, 
is equivalent to 40 paras, and since 180 c.p. arc equal to 
£1 sterling, 9 c.p. = Is., 4J c.p. = 6d., and 30 paras = Id. 
The calculation by chain rule is— 

? Paras «• Id. 

If 24(M. !80 piastres 

•„ 1 piastre— 40 paras 

40 X 180 • 

• . as 30 p^^ 

240 

Pence do not appeafin Oovsmmant, banking or exchange 
accouijts; all accounts ar^kSpt in pounds, shillings and 
iVppa piastres, he £ s. «.p. 

Exchange is queted at a premiym or a discount, much 
in the same way as Australia and South Africa quotes it| 
exchange. The average exchange for bills drawn Cypfus 
on L(Hidoa is apjnoximatel^ } per <^t. Ribove par, btU 
variations, of coarse, are frequent, and the demand fur 
24S 
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sad mpply rt bills are tli8 in^xEtai^ factors %onn^ 
eiAaiige., Soifietimes the rate i» quoted *2-6 m cent, 
below par, and at other tiii& jt nyives to 1)^ pei*caii:! 
abiyre par. At the end of 1919,sfor examide, the escel^nge 
f8r bffls on^Loq^ .'Vas called above p* 

for sellers and | per cent, above par foiwbuyers. 



CHM^ER XXm* 

rttST-WAX |ATS% 0?*EXCHAIICE. TBjR itDpmONS TO THt 
* FOREIGB EXCHANG* UST. • THE " DOUBLE-BAERIIXED " 
QUOTATIONSjig* FHffiO AND HBVABLE EXCHANGE. THE 
AMERICAN METHOB OJ* QDOTJNC. * THE *SOUTH AMERICAN 
EXCHANGES. THE CONTINENTAt USTS. SOUTH AFRICAN 
AND AUSTRALIAN EXCHANGE HATES ' 

• 

The foreign exchange quotation| in Chapter V, as we have 
stated, were those Ailing before the War, and in deference 
to the wishes of many students and bankers, they have 
been retained & in the original first edition of this !>ook. 
A jtudy of them will have made \he reader familiar with 
the various methods of calculation. Unfq^unatel^, the 
disordered national finances of Europe, the almosf wholesale 
departure from the fundamental laws of the gold standard, 
and the universal resort to the •printing press for the 
supply of the medium of exchange, have given an entirely 
different aspect t« the list of exchange quotations as we 
knew them in the first half of the year* 1914. The wide 
variations m the intrinsic values of the various currencies, 
caused by the complete disregard of the scientific {xinciples 
> of monetary circulation, has resulted in a complete d^ • 
organization of exchange rates. The ancient bonds between' 
the different mcnetary units have disappeared, and the 
relation between their values which/ formerly, we were 
accustomed to regard js d|finit»and practically invariable, 
ha'Se now been substituted JfJitsomething quite different.^ 
The rebtive values change from ^y t^ day, or rather from 
hoiy to hour, In fact, those who are respo^ble for the 
worift’s commerce,* have now to itckon vrith a number of 
paper units of exchange, each independent of the other, and 

• Ct Miwy mi,Fortig» Bxcy»ft p. 187; Goitev 
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each, continually (£angmg*ite value, >h5e thfir Mutual 
enehange fates; not only have no bat are' 

entirely unsaKsfactjiy. 

Jhat such an exceptional change in familiar conditions 
Has resulted ii^eitcfptionalaconfusiofi aijong the general 
public is eMy natural. Practical exg^ence itas^en of 
little real utility in recent ]|;ars, and tha^e« along jrhich 
the analysis of exihange rat^ were^rewously carrie'd 6ut, 
have b^n found to be almost entirely unsuited to the new 
conditioi& with which we are faced to-day. People hoped 
that these conditions were but transitory; they naturally 
endeavoured as long as possible to adl^ere to the view that 
it was merely a question of (emporary disturbance, and that 
eibhange rates must inevitably revert ^o their former 
levels as soon as the disturbing factors had disappeared, ‘ 
Unhappily, this hope has not been realizfcd, and with (he 
m6netary_ systems of Europe in a state of chaos, it is not 
too much to state that' trade with many foreign centres 
tends to become more and more of a gamble; both 
jmporters and exportefs are weltering in the prevailing 
chaos in an endeavour to keep th# wheels of commerce 
revolving. 

The present position is that with the unprecedented 
fluctuations in exchange, trade has become invested with 
a speculativp element which necessarily curtails operations; 
if, to the ordinary chances and changes of markets the 
‘ever-present risk of exchange be added, business operations 
become converted intq gambling transactions, Therein 
neither expert opinidn can guide, nor caution protect the 
traders. 

As we have stated in a previous chapter, it is the over¬ 
whelming mass of paper, money rvhich is at the root qf 
the present and not until this paper is purged from 
the currencies of Europe, can anything like stability be 
pven to trade and finance. Russia, Austria, Germany, aU 

f *' * , 

* C(. Mmtv ani FMign EKki^ a/Ur 19U, p. 137 ; Gastev 
Cfsaol. 
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„ tHfc.thro«J of this papewmoney^enace. Tai^ the 
S-^T^ons-yev! iS a sum of MS,185,049,OOP 
^tevTas Idded to to ntoaarculation. aul tfie total at 
the enp of December, 19^2, as shovm by to Impe^al 

Bank of Germany’sntateto^t, \m^l,2e0 milliards. A* 

the end 01 ^ 921 ? h^ note qrculation amounted, to about 
nSi maUardg of ^arks, so th|t in one year there was a 
growth in to output ef paper ndtes e^al to more than 
1000 per cent. The probleins, as the President^ of to 
Institute of Bankers pointed ojjt recenUy, are rfcvel and 
perplexing. “ Who would ha^je ventured to predict a year 
ago,” he said, " that the Gemja* exchange, which was 
then 750 marks to the pound»iiWould be 38,000 marks to 
the pound on 13th DecembA, 1922. WTio would ^lasfe 
supposed that vnth a dislocation of values of such violence 
represented by a*ratio of 50 to 1 ift the course of a twelve- 
month, it would have been possible, not only to^cayy On 
in some measure the economic and industrial life of the 
couhtry, but even to permit of the importation of raw 
material, some of which wa? purdiased in England, into 
Germany, and the subjpquenJ export of the manufactured 
article at competitive rates.”* , 

Still, in this book, we have to take things as they are, 
and with this brief foreword we may now proceed to 
examine the exchange quotations as givfn by the 


• newspapers at the close of the year 1922. * • ^ 

As regards the'foreign exchange table piblished by the_ 
Press, tore has "been a little chaqge in presenrting rates. 
Owing to the hour to hour fluctuations it is now customary 
to give telegraphic rates pf extjiapge in most ca^, the 
only exceptions being found the rates from to South 
Anwii&n eentresj, some^f whic^ stilJ appear as 90 days 
aght rates. Ther^ afe, however, several newjhdditions to 
to Ifct, due to the alteration in to map of Europe that 
has taW place since the signing of the Treaty of Versailles. 


• Speech by Si Oarloi Ad<lii.)c.C,M.G.. |o lAitnte ot Bento*. 
I3th Delamber. 192J. • 
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Tjl" donUe'baiMed "quotations to t(|iich «(lylerred 
ijkdiapter yace still given, Ind, gen^^y Speaking, these* 
repiesent*twf limits—thoso for buyers and %el]ftst Ihe 
first qnoiation gives the pric^oSeied by the buygii and 
the other gives the sellers’ pribe: one expresses demand 
tot, and t}ft ot^ tte supply pf exchmige! It Vil^be plain ' 
that the first rate in eac^ case, re^^entjpg lower 
quotation, mean^ that‘the buyerowillenatunilly o§er as 
law a ^ce as possible, whil^ the seller tries to dbtain the 
higher p(ice. Eor instancy, if a holder of French money 
wants to buy sterling in ejfchange, theoretically, he will 
offer 63 f. 90c. for £l,«hpt if a holder of sterling wants 
to purchase francs iff exchange, he strive to get the 
Ughq^ price, i.e. he will wafft the greater number of francs 
and centimes for each pound sterling he parts with. Of 
course, there is no rule' without an exception. We have 
it <m {Jie case pf the pence rates, for it will be the reverse 
way about where rates are quoted in sterling. The buyer 
of, say, Portuguese escudos, will want to give as few pdhce 
fs possible, while the seller will want as many pence as 
M can get for each escudo. One other warning to the 
student is necessary. If a man is in a foreign country, 
say, Portugal, and is a buyer of sterling, obviously, the 
more pence he can get per escudo the better will be the 
rate for hiip, if he is a seller of sterling, the fewer pence 
hg surrenders for each escudo he receives, the more favour- 
’^able will be the exchange ^or him. Oh the other hand, 
'with countries like France, for example, L' he is a buyw of 
starling, the fewer fiancs and centimes he surrenders per 
£1, ^w'better will be the rate; if he is a seller of sterling, 
then the more fiancs and emtimes he can get, the riiore 
favourable will be the tor hi^. ^ ' ' 

However/whetber it be a case of buyer or seller, where 
we get these so-called “ ctouble-bairelled ” rates, in laictioe 
ft is probable that neither of the parties to a transaction 
wih get exactly the rates hdicated. The real trad^ 
(|aotatian is jomeWbere betUnra the t^. Apart from 
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the^p schedi^d rales, whft±, as a,nue,«prftfflt those, 
jpwen for apafi amounts, there are other rates, inown to 
some defersts "actual" of '\wbqjesale "rath, and these 
ruJe between bankers and brokers in large transaadons. 
Like*the " reM*” .qpotatioBS.'howefer, ^he rates for the 
large opesdtions are a matterifor indigidnal n^otiation or 
bargaining, owing to the f%!quent flactasitioss of>ex(hange 
during any particular Say. ^ 

• The,reader will observe from the table of quota¬ 
tions tftat, wiA the ejcception of New York and 
Montreal, cheque rates a»e not now given. Further, 
the Berlin eight da^s* light rate hfs disappeared from 
the list. The Portuguese rate (Lisbon) is in pence per 
^udo, not milreis, and Valparaiso now,quotes "in pesos 
and centavos to £1 instead of in pence to one peso as 
formerly. 

4n/he,lighi of these explanations the table shown on 
page 251 of post-war rites will be self-explanatory. It is 
a record of rates appearing on 30th December, 1922. 

, It should be noted fn regard to the Buenos Aires rate 
that, although exchange is nomina'ly (quoted in gold, yet 
payments are mjide in the Argentine in paper currency 
at its legal value. The legal value of the paper peso (or 
dollar) is 44 cents gold, equivalent to 20'953d. The par 
rate of exchange for the gold peso is 47’62d. The intrinsic 
W>rth of the Argentine gold dollar is Unitpd States 10-9649, 

' or 47-619 pence Sterling. The Argentine currency in normal 
times consists of gold and paper dollars,'and, frior to the 
war, the Cpnversioit Office used to deliver gold against 
pap 4 r,*and vice versa,,brl pn'Ahe‘outbreak of war,^the 
delivery of gold against paperiwas, and still is, suspended, 
and at the,.time of writing these lines gold is unobtainable 
at thd Convlltsion Office. 

The rates from Latin America are now receiving more 
attention on the London Market, and as being a guide to 
fee rates and 4he,pethod of quoting, we give a list of 
uchange quotations as rec«}%d by caUelrom the branches 
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tf thetorametital Bank of Spanish Ainenc|, Ltd., tad 
issued by,th%t instiftitioft on Sgth December, WX. ** 

* CEHTRAL AU^CAH EXCHANGE %ATE^ * 
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8 

1 

9700 
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do, , 

NewYoft 

™.r 7 . Iioo (U.S.) 

105*00 


Bogota 

London 

100.00 „ „ £ao 

97*50 

|pf 3 - 33 * 

do. 

New York 

■M-rr .. .. •loo(u.s) , 

104-13 • 


Medellin 
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New York 

iM-r? .. •„ Iioo (U.S.) 
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Lt^dou 

10.00 sucres ti £1 • 

tiflo 

3 J'l 3-33 

do. 

New York 

3 >o 6 „ $i (U.S.) 
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(hittBtth— 
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Guatemala City 

London 

$o.s3 pesos to £i 

37300 

33 -t 3*33 

0 do. 

New\krk 

• „ , $f(V.S.) 

58-30 


nouafu— 

Managua 

Lond<» 

4.S665 oordobai to jCt 

* 4-80, 

15%3-SI ' 

do, 

New York 

t‘Oo t, *, |i (U.S.) ! 1% prm. 


Bihadfr— 

San Salvador 

London 

9.73 colqpes to* £t 

9 ‘J 5 i 

aO'iS' 3 t 

do. New York 

».Q0 * „ |I (U.S.) ' 

S*OI • 

• 

VgaeaubH* 

Caracas 

London* 

• • 

35.35 dolivares to £1 

34*15 ' 33 

_ 

New York | 

J.il „ „ ll (U.S.)* , 

5'3X 



* Under a recent Decree eitablisbed the valne oi the Guetemaiaa peto was &aed it 
I0.03 gold, addcb would equal lo.oe (U.S.). 

t The quotations given under this heading in some cases represent not the Rialive 
gold contents of the standard coins, but an arbitrary rate fixed hy Gottmmeni decrees 
•u toe exchange value of tbrpape^curreocy. t ' 

t Oo or about the soth Movember the Ecuadmian Gownment appointed a Commit' 
aion to control the distriimtion of export drafts. The ezchanm rates were offidaUy * 
fixed at 3.80 sucm to the U.S. dollar and 17.10 ■Btres to the / stcrimg and the Commisskm . 

U to be the sole aelter. • • 

0 

The Ecuadorian rate is rather a tiuriosity, among a 
number of peculiar rates. As jrillb* observed, it is j[U 9 ted 
in sucres {pronounced “ sooiwSys ") to the U.S. dollar. 
This rate, mpltiplj^ by She NemYoik-London exchange 
gives the offidal raie.'ph^ ^ stttsll margin, the Stirling 
rate, Therefore, is in proportion to* its value in the New 
Yvk market; for example, if the‘rate for New York, be 
3.60 sucres to the American •dollar, the New Yorlc* 
Lcmthm rate $4, adding tw« points for "•Tolerancia " 
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(orfisic), m legal-rate of^cchaage for stalingm,^be 
M.S0 t» the fl, 

Tte Uiiited States of Au^dca. 

The blames# of f8reign exchange in the Uhited Stetes 
has received very much mwe attenfirai since and 
most of the large Americtn banl^ hajfe n!ir dunhqghly 
lyell-eouipped foreign exchange departments. • The war 
taughf «ie Amejicans a good deal. One great step forward 
has been the revision o! the method of quoting the 
exchanges. Early in ,1^1 it was decided to give aU 
American quotation; in ■ cents per foreign unit. This 
saanner of quoting the rateagreatly simplifies the jpysteries 
of exchange for the uninitiated, and at the same time it 
makes calculation very much easier. The present Amer^ 
sjptem of quitog per hundred units, as shown in the table 
given below, has very obvious advantages, for it not only 
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! ; 1 

Parte. . dieqaes 

BroMate . h 

SwttMtend , t, 

Ifal». , . „ 

EMta #>, , 

Vteaaa t. . 

ttuWd . " 

ABBOterduD . ^ 

, CopMbam . M ) 

Chriattonla, « . h i- 

Stoekbotn . . u ) 

AUim , ,, 

MetttiMt . ,. „ 

Yekohaan. . „ 

ZSSS^. : : 

Ctetttu . „ 

BOMwa Alrei . ,, 

Mo do Jaoeto . . ^ 

Doilait Ux £t » . 

Cent! for i franc 

C«»U for X franc 

Ceuta for i fnutc 

Centi for X Ure . 

Ceate for t mark 

Cents for s krone . -* , 
Cents for i peseta 

Cents for s guilder 

Omts for 1 kroDer 

t- 

tOaste for i drachma . . 

Centa for fianaritnin |x 

Cents foa 1 Ttn . 

Ceafa ter.HM|HoDg 1' 

Cents for'oua^Mrtael . 

Cats for 

Gdd pesos for fioo . . 

^ts ter t mflreis i> . 

Cents lor X peso . * . 

4*8666 

*9*30 

19*30 

*9*30 

19*50 

•S*8i 

so*s6 

t *9*30 

40195 

t t6'8o 

19-30 

>00 

JOS-SS 

♦5*w 

4«« 

<•«»» 

lU 

18*96 

8’03 

o-onj 

0*01^5 

«37S 

39*73 

aoi67 

19*05 

IS 

3 ? 

fSi 

iiA'oo 

iro ^ 

*1 ' 

—.. . • 


pqimits of fine shad^ whoe necessary, but the quotations 
can be read eititer ,ap the dolhr value of m hnMr ed 
nr tile cent v|h>e of one ue^t • 
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■’“TtS-yKti SATSS 9l EXCHfSGB 

, AS 96^ ^ rates te ^ 

t^inces onixmdon, a* for cheqtws, i.e. demand se^ttan^ 
VWth Condon, there aie^hree rates, for SO da^’ 
cable<«nsfers, and (Jeqne#. The m^t 
re&nttance ip tha* by cable t»ansfer,rfDr 
n are charged, wheaeas the theapest is the 60 days sight 

rate, and it c^orfy 14-6175 p»£;forabm at tlut usance 

on Cirndou. The «fier?nce is/eally interest on the money 
for the period the banker has the use of it befoijdie h* 

to pay it over to the person who has the Bill. 

The method of quoting as refealed in this table is known 
as "Fixed Exchange.” and, in^View,of ‘ts sirnphaty. it 
is much to be desired that .London would Mlow 
example’set by^Iew York. London quotes rates m*oth 
“ movable ” and " fixed exchange " and in this connecticm 
the'difference between the two should be carefully noted, 
although it is only a reiteration of rules we»hav« alaea y 
demonstrated. For example, where we quote m. say, 
fran« and centimes to the home unit-the pound sterhng 
the rate is caUed “ movable exchange, and the ^ding 
rule for dealing is^buyshigh, %eU low, *eJuf er to rate 
to more foreign money received for ea«h £1, the better 
the Wll to lower the rate. " Fixed ” exchange is seen 
in those cases where London quotes in shillings and peace. 
or in pence per foreign unit, and here to rule », buy low, 
•seU high, to lover to rate the more foreign money 
received; the better to biU to higher to rate. 

Continental Rates. 

The tendency in Lo»doil'is.tp*e»tend to lists latei 
of e^. and during to«t two or th^ ye^ it b« 

b«:arMto.practice,to»give seiectiens fro^to^ratei 
appamng ia Continental centi^. Amoaff to mon 
iSS are: the Continental Rates of 
Geroany, the Utvian Exchange, and to 

rates. Pn page 256 are si%<?m«n Ubles of al 




256 FOREIGl? EXCHANGE AHD FOREIGN BUR^ 

CONTWENTAl'RATES ol ^CHANGE On'geRHXJW. 


Amterdam . jnorini to too marks 59*^ 

SwilLerland . ^Francs to too marks istuf 

Copeokr ian) * , 

Stoekbolffl > LKrmHf to radbnarks S8'88 

C^tlaaU r 


The list of rates is Silf-explanatory i it wis pulllished 
by the^ £eo»ww'sf, and is dseful as giving codiparative 
quotations for various dates. 

The Latvian rates are thqse at which the Latvian banks 
will sell exchange drawp from Riga on the countries 
indicated in the list given below. * 
sTn,Latvia, the monetary»unit is the Lat, equa’ to one 
gold franc. 

LATVIAN EXCHAiAe RATES, DECEMBER 30 , i« 31 . 

RIGA 0D*~ S^tng RaUt. 

^Loo^ . , . , 83*90 UtstoTjCi 

NewYwk. } i6 „ „ |i 

P*ris . • iB'To „ „ 100 francs 

,• ■ ■ ■ M M •• >00 Iona 

awltierUna . 97'8t ,, „ loo francs 

. • 'I »» M *00 lire 

Stockboiro 13871 „ „ 100 kronor 

Chriiliaola 98*15 ,, „ too kroner 

Copenhagen *06*7-) „ 100 krwier 

ftagif“* .... i3*i7 ,* „ 190 Cxecbo-Stavakiaa kr«u 

Amsterdam . . sos’93 „ „ 100 florins 

. • • • ■ 7'84 li n 10,000 reichsmarks 

Helsingfors 13*88 ,, „ 100 Finnish 

^val .... 1*30 „ too Esthooiao marks 

Warsaw .... 3*33 „ „ 10,000 Polish marks 

EfiTHbNiAN Exchange Rates—Dec. 30, 1922 
The following rates are those quoted' by the Bank of 
Esthonia .for selling exchimge in the shape of cheques, 
drawn from Reval the centres indicated— 


RSVAL on— 
L&do. 
NtwYortl. 
Beriib 
Heisingfon 

CogmilMgea 


SalisNf JhOat. ^ 

ohettue 1,3^6 • « Estboniaa marks to £1 

.. |i 

» , 475 „ „ „ 10c 


M *00 niebamarks 
,( 100 Pionish 
„ 100 kroaov ^ 

„ too kreoar 
„toofcm e 
M loeflostaa 
M MoLstvtefgvUM 
(s Lat ot too ma> 
timm* soXaMm 
fMUaa) 

too Cmdio-fltefiMaa 


looBa 
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, ki coMusioR, we may briefly refS" to the meinea of ' 
quoting exchauige followed ^y the South’ ^rjpan batiks 
and )jy the* Australiaq bankif. The practiie ii to quote 
in pi^mium or discount on amounts of £100. We explained 
this system on gage*19, but glance^jt the lists pubiish^ i 
may be,of interest Jo the student. *. 


, • » SOUTH AFRICAN EXCHANGE RATES. 

. • '• , , ' • • 

Tbe South African Banks quote the (ollowijig rates— 


i ; 


; Union of South A^ica. ! 

Upion of South Africa. 


From Dec. 9, j|j2. [ From Dec. 9, tga*. 



^ London on South Afn^ti.* 

5»outh Afn 

i\T on Xomdon. 


'■ Buying. 

SflllDg. 

1 

Biiyini;. i 

SeUfng. 

"I- 

T.T. 

.« -* ' 

prein. 

1% di*.. 


Demand . 

■ ' prera. 


3i‘'o » 1 

a|% to 2 |% 

JO day* 

• . •i'’o .. 

2 i".. « 


2}% .. 

6#days 

• ’f,, .. 

-T. 

4j% 


90 days 

_j 


.. 

3l% .. 

130 days 

' 


t-.L^ 


• No pn*mmm alliiwi-d on amounts uti<’i-r fi(»* 

No discount allowed on sal« s of 1 T.’s tir demand drails under {jit. 

This table of rates is fairly ec*y to understand, as it 
distinguishes clearly betweenj the buying and selling rate?, 
and gives rates for remittances from London to :#id from 
South Africa, in separate columns. From the quotation, 
London on South Africa, we observe that the banks were 
charging a premium of 3 per cent, 'to send telegraphic 
remittances to South Africa; in other words, if a sorrow- > 
stricken father Vanted to send £100 to,South Africa td 
enable his prodigal son to continue to sow his wild oat#, 
he would have to pay £103 for tlic*privilcge. A .similar 
explanation holds go*^ foj alUthc selling rat#s. Then, as 
on'Ath December, 1922, thjJAnks were evidcntljf in’want 
of modey in London, th^- wouldjiavc paid premia, varying 
^om 1J per cent.‘to f per cent, for bills, demanB to fiO days’ 
si^, if they had been asked W buy them, but for the 
longer usance bills, 90 days and #20 days, they were only 
willing to buy at J per cept. and cent, disc«u«t 

respectively. Fbr exchange, _Soutl?’Africa on London, 












